The Australian Accountant 


Published monthly for the Commonwealth Institute of Accountants, 
The Australasian Institute of Cost Accountants, 











Per annum, 20/- 
Single copies, 2/6 


COMMONWEALTH INSTITUTE 
OF ACCOUNTANTS 


GENERAL COUNCIL MEETINGS 


Meetings of General Council were held 

' im Brisbane from 6th to 8th May, 1952, 
and were attended by Mr. G. E. Fitz- 
= gerald (Vic.), President (in the Chair), 
' Messrs. T. A. Billerwell (N.S.W.), E. A. 
Cupit (N.S.W.), J. H. Devitt (Qld.), J. M. 
Groom (W.A.), O. H. Paton (N.S.W.), E. 
A. Peverill (Vic.), T. A. Stump (Tas.), 


N. S. Young (S.A.), 8S. G. Young (Vic.), 
and the General Registrar. 

The Council placed on record its appre- 
ciation of the valuable services rendered 
to the Institute over many years by 
Mr. C. H. King, who retired from General 
Council during the year. 


COMMITTEE REPORTS 


» General Council was able to deal with a 

> great number of matters at its meeting 
| because each item which came before it 

» Was covered in a written report of one of 
) its standing committees. These reports 
» set out the relevant information necessary 

| for General Council to reach considered 
) decisions on all matters which came be- 
) fore it. The following summary briefly 
cribes some of the matters dealt with 

» Which are of general interest to members. 


EXECUTIVE COMMITTEE 


" Begistration of Accountants 


> The Committee was able to report that 
tonsiderable progress towards the com- 
pletion of a comprehensive bill for the 
fegistration of all classes of accountants 
Victoria had been made during the 
ot A number of conferences had been 
eld with representatives of other Insti- 
fites and agreement had been reached on 
major issues. Questions of drafting 
iid the appropriate time for submitting 
the bill to Parliament were still under dis- 
fission. It was hoped that the stage 
Would soon be reached when a complete 


bill could be submitted to the Government 
of Victoria with the endorsement of all 
Institutes. 


Organisation of the Profession 


At its meeting in April, 1950, General 
Council reached the conclusion that a con- 
solidation of activities of the major ac- 
countancy Institutes was desirable in the 
interests of the profession as a whole, and 
it authorized the Executive Committee to 
explore the possibilities of an amalgama- 
tion with the Federal Institute of Ac- 
ecountants. Subsequent developments were 
reported at the April, 1951, meeting. 
When the Executive Committee met on 
Ist May, 1951, it authorized the President 
to communicate with the President of the 
Federal Institute in the matter and to 
confer with Victorian members of the 
Council of that Institute. The approaches 
led to conferences and discussions, cul- 
minating in a scheme of amalgamation 
being formulated and cireulated among 
members of Divisional Councils of the two 
Institutes. The General Councils of both 
Institutes and the Councils of all Divisions 
of the Commonwealth Institute subse- 
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General Council Meetings—continued 

quently approved of the proposals which 
will be submitted to members early in 
August. 


Activities and Services of the Institute 


Consideration was given to a compre- 
hensive report on the activities and ser- 
vices of the Institute prepared by the 
Executive Committee with the assistance 
of Divisional Councils. A number of im- 
portant decisions were reached by General 
Council with a view to improving and ex- 
tending the services rendered to members. 
All Divisional Councils will be supplied 
with copies of the report so that similar 
action can be taken in all States. 


Study Groups on Management 
Accounting 

In July last, the Committee decided to 
draw the attention of Divisional Councils 
to the report on Management Accounting 
issued by the Anglo-American Council on 
Productivity, with a suggestion that 


Study Groups be formed in all States to 
consider the report. The Committee was 
glad to note that study groups had since 


been formed in most States, and that 
there was every indication of a wide- 
spread interest in the contents of the re- 
port and its implications in respect of cur- 
rent economic developments in Australia. 


Institute Convention 


At its meeting in July, the Committee 
approved of a recommendation of the 
Council of the Victorian Division that the 
convention be postponed from the second 
half of 1952 to the first half of 1953, and 
that it be held in conjunction with the 
1953 meetings of General Council. 


National Service 


As requested by General Council, the 
Executive Committee settled the terms of 
a communication to be addressed by the 
President to the Prime Minister of Aus- 
tralia offering the services of the Institute 
in arranging for accountancy assistance 
in connection with the Commonwealth 
Government’s defence preparations. The 
Prime Minister replied intimating that 
the contribution made by the accountancy 
profession during the last war was well 
remembered and appreciated by members 
of his Government, and that the Institute 


The Australian Accountant 


could 


August, 1952 


rest assured that it would be ad. 


vised of any further way in which it could 
be of assistance. In a further communica. 
tion, the Secretary of the Prime Mini- 
ster’s Department intimated that it would 
be helpful if the Institute could inform 
members of vacancies in the Ordnance 
and Pay Corps of the Citizen Military 
Forces and the Equipment Branch of the 
Permanent Air Force. The Committee de- 
cided that the facilities of The Australian 
Accountant should be made available for 
articles describing these avenues of ser- 
vice. An article relating to vacancies in 
the Permanent Air Force was published 
in the April issue. 


Sixth International Congress on 
Accounting 


During the year the Institute was in- 
vited :— 


(a) 
(b) 


(ec) 


To nominate official delegates to 
attend the Congress. 

To nominate a representative to 
submit a supplementary paper on 
the subject of ‘‘The Accountant in 
Industry.’’ 

To nominate a rapporteur for the 
technical session at which papers 
on ‘‘Accounting Requirements for 
Issues of Capital’? would be dis- 
cussed. 

To accredit as ‘‘ Visiting Members” 
members of the Institute who 
would be in London at the time of 
the Congress. 


The Executive Committee decided to 


nominate 
B.Com., 


A. A. Fitzgerald, 
and §S. G. Young, 


Messrs. 
| AT et 


F.1.C.A., of Melbourne, and Messrs. C. H. 


Prosser, 


FIC.A., and Walter Scott, 


F.I.C.A., of Sydney, as the official dele- 
gates of the Institute. It nominated Mr. 
A. A. Fitzgerald as the author of the 
supplementary paper and the rapporteur 
of the technical session. It also agreed to 
the accreditation as ‘‘ Visiting Members 
of five members of the Institute who will 
be in London at the time of the Congress. 

General Council approved of the action 
taken by the Committee, appointed Mr. A. 
A. Fitzgerald leader of this Institutes 
delegation, and recorded its appreciation 
to him for agreeing to prepare a paper 
and to act as rapporteur at one of the 
technical sessions. 
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General Council Meetings—continued 


Conduct of Examinations 


On the advice of Divisional Councils 
that no insuperable administrative diffi- 
culties would prevent the conduct of ex- 
aminations during the day, the Committee 
authorized a change to day examinations 
from October, 1951. It was later informed 
that the examinations had passed off 
satisfactorily and with no inconvenience 
to candidates. 


Examinations Conducted Outside 
Australia 


For many years the Institute has 
adopted the practice of restricting over- 
seas examinations to candidates who had 
commenced their examinations in Aus- 
tralia and who had subsequently been 
transferred abroad. In view of closer re- 
lations now established with the Feder- 
ated States of Malaya and of the number 
of Malayan students pursuing their 
studies in Australia, the Board of Ex- 
aminers was of the opinion that students 
should be permitted to commence the ex- 
aminations of this Institute while resident 
in Malaya. The Executive Committee sup- 
ported this view of the Board. In doing 
80, it pointed out that the numbers of 
Malayan students likely to seek admission 
to the Register may, in future, be fairly 
considerable. 


Board of Examiners 


The Committee reported that it had 
learned with regret of the resignation of 
Mr. H. P. Ogilvie from the Board of 
Examiners. Mr. A. A. Fitzgerald had 
been elected by the Board as its Chairman 
and Mr. G. E. Fitzgerald would act as 
Chairman whilst his brother was abroad. 


General Council noted the changes men- 
tioned and requested the President to con- 
vey to Mr. Ogilvie its thanks and appre- 
ciation for his work on the Board and 
for his contributions to the development 
of the Institute in so many ways over a 
leng period of time. 


Life Membership 


The following procedure for dealing 
with proposals for the election of life 


members was approved by General 
Council :— 
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(a) THAT Life Membership should be 
regarded as the highest honour the 
Institute can confer on a member 
and that, for this reason, the power 
to elect Life Members given in 
Article 16(1) should be used 
sparingly. 

THAT the services to be recog- 
nized by Life Membership should 
be of such a distinguished nature 
as to have an overwhelming claim 
for recognition. 

THAT any Council or group of 
members sponsoring a proposal for 
election of a Life Member should 
submit in writing and in some detail 
the nature and extent of the ser- 
vices rendered by the member con- 
cerned. 

THAT, as a general practice, pro- 
posals for election of Life Members 
should not be dealt with by General 
Council until such proposals have 
been first considered and reported 
upon by the Executive Committee. 


(b) 


Consultative Committees 


On the recommendation of the Council 
of the Victorian Division, the Committee 
agreed that the function of Consultative 
Committees of the Institute be brought 
to the notice of the members. General 
Council decided that an article setting out 
the functions of Consultative Committees 
be published in The Australian Account- 
ant and that Divisional Councils then be 
asked to appoint such committees. 


Articles and Lectures by 
Mr. A. A. Fitzgerald 


Mr. A. A. Fitzgerald was informed dur- 
ing the year of the wish of General Coun- 
cit that he publish a collection of his 
articles and lectures in one volume and, 
if he was willing to do so, of the Council’s 
desire to be associated with the publica- 
tion. He was asked whether the Institute 
could be of any assistance to him in the 
preparation of the volume. The Execu- 
tive Committee was later informed that 
Butterworth & Co. (Australia) Ltd. had 
agreed to undertake the publication and 
that Mr. L. Goldberg, B.A., M.Com., 
A.I.C.A., of the Melbourne University, 
had agreed to edit the volume. The pub- 
lishers then asked that arrangements be 
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General Council Meetings—continued 


made for a prominent member of the 
Institute to contribute a Foreword. The 
Executive Committee decided that ar- 
rangements for the preparation of the 
Foreword should be left in the hands of 
the President. General Council noted with 
satisfaction the arrangements made. 


FINANCE COMMITTEE 


The Finance Committee submitted a 
number of financial statements for the 
consideration of General Council, includ- 
ing those of the Divisions and of the 
Accountants Publishing Company Limited. 


Cost of Annual Research Lectures 


The Committee reviewed in some detail 
during the year the cost of annual re- 
search lectures. It found that, with the 
high cost of transport and accommoda- 
tion, the present endowments were insuf- 
ficient, particularly if lecturers were 
drawn from States other than those in 
which lectures were delivered. General 
Council approved of the recommendation 
of the Committee that endowments be 
increased where necessary, having regard 
to a later decision that the choice of local 
lecturers should be encouraged. 


The Committee also considered the high 
cost of printing lectures for distribution 
at the 1951 series. On the recommenda- 
tion of the Committee, which had been 
endorsed by the Executive Committee, 
General Council decided that the practice 
of printing the lectures for distribution 
to members attending be discontinued 
and, as an alternative, that lecturers be 
asked to prepare brief synopses which 
could be duplicated and distributed at 
little cost. 


Financial Position of the Institute 
Generally 


General Council was pleased to learn 
that the increase in subscriptions had 
been generally accepted by members as 
an inevitable corollary of the steep rise in 
all costs which had taken place during the 
past two years. Costs of conducting the 
examinations had also been reviewed dur- 
ing the year and increases in the fees 
approved for the April, 1952, examina- 
tions. 
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EpucaTION COMMITTEE 
Syllabus of Examinations 


The Committee approved during the 
year of the addition to the syllabus, which 
is to come into operation in 1954, of refer. 
ences to suitable text material and the 
complete syllabus was then submitted to 
the Board of Examiners, which suggested 
some amendments. General Council ap. 
proved of the syllabus as amended. 


Universities and Technical Colleges 


General Council noted with satisfaction 
the introduction of a new course for the 
degree of economics in the University of 
Adelaide, details of which have already 
been published in this journal, and ex- 
pressed its appreciation of the excellent 
work of the South Australian Council and 
its State Registrar in connection with it. 
It was also noted that concurrently with 
these arrangements, the Council of the 
South Australian School of Mines had de- 
cided to raise its course in accountancy 
to associateship standard and that the 
representatives of this Institute on the 
Joint Board of Examiners with the School 
had approved of the changes made. 

The Committee also reported that the 
Senate of the University of Sydney had 
approved during the year of the appoint- 
ment of a senior lecturer-in-charge of ac- 
countancy subjects on a full-time basis, 
together with three part-time lecturers in 
accountancy and two part-time lecturers 
in commercial law. General Council noted 
the report with satisfaction and expressed 
its appreciation of the important contri- 
bution to the development of accountancy 
subjects in the University of Sydney made 
by the New South Wales Council. 


ACCOUNTING RESEARCH COMMITTEE 
Annual Research Lectures 


The Committee reported on the 191 
series of lectures and on the arrangements 
which had been made for the 1952 series. 


Endowments 


General Council reaffirmed the decision, 
made at its last meeting, that the present 
system of endowment of annual research 
lectures be varied to provide for biennial 
instead of annual lectures. In view, how- 
ever, of the representations made by the 
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General Council Meetings—continued 

Victorian Council, it agreed that lectures 
should be continued annually in the Uni- 
versity of Melbourne, where the scheme 
of endowed lectures was inaugurated. 


Alternative Methods of Conducting 
Research 

As requested by General Council at its 
last meeting, the Committee had con- 
sidered the question whether there was 
any more effective method of conducting 
accounting research and publicising the 
results than the existing system of en- 
dowed lectures. After consulting Divi- 
sional Councils in the matter, the Commit- 
tee reported that there appeared to be no 
alternative to the continuance of the 
present practice of research lectures with- 
out a substantial expenditure of time and 
money which could not be contemplated 
at the present time. General Council en- 
dorsed, for the time being, the view that 
the Institute should continue with re- 
search lectures as the principal means of 
conducting research and approved of the 
recommendation of the Committee that 
the Joint Committee with the University 
in each State should encourage the selec- 
tion of local lecturers. 


State Research Committees 


It was reported that the Victorian Com- 
mittee had made considerable progress 
during the year in its review of company 
legislation in Australia and was nearing 
the stage when its findings could be con- 
solidated. 


MATTERS NOT COVERED 


Australian and New Zealand Association 
for Advancement of Science 


General Council decided that the ap- 
pointment of delegates for meeting of the 
Australian and New Zealand Association 
for Advancement of Science, to be held in 
Sydney, 20-27 August, 1952, be left in the 
hands of the Council of the New South 
Wales Division. 


President 


General Council placed on record its 
thanks and appreciation for the tremen- 
dous amount of work undertaken by the 
President during the past year, in respect 
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The New South Wales Committee, 
which was making a detailed study of 
accounting terminology, also reported 
considerable progress during the year. It 
was now being assisted by committees set 
up in Victoria and South Australia, and 
it was hoped that it would soon be pos- 
sible for a number of the draft definitions 
to be published in The Australian 
Accountant for the purpose of promoting 
a general discussion on accounting ter- 
minology. 


PARLIAMENTARY AND LAws COMMITTEE 


The Committee reported that it had 
eensidered amendments to the Articles of 
Association regarding retired members, 
special classes of members and remission 
of fees, and submitted recommendations 
which were approved by General Council 
for submission to members. 

General Council also approved of the 
recommendation of the Committee that 
By-law 26 should be amended by inserting 
sub-paragraph (vi) of paragraph (d), 
reading as follows :— 

(vi) Advertising by means of telephone 

and/or box numbers with or with- 
out the use of a name. 


APPLICATIONS COMMITTEE 


The Committee submitted details of 
applications for admission to membership, 
of changes in status (including transfers 
to the Separate List) and of removals 
from the Register of Members dealt with 
by the General and Divisional Councils. 


BY COMMITTEE REPORTS 


of both the development of this Institute 
and of negotiations for amalgamation of 
the Federal and Commonwealth Insti- 
tutes, together with the excellent manner 
in which he had conducted the meeting. 


Council of Queensland Division 


General Council placed on record its 
thanks and appreciation to members of 
the Council of the Queensland Division 
for the excellent arrangements made for 
the meetings held in Brisbane and for the 
hospitality extended to members of this 
Council. 
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General Council Meetings—continued 
Office-Bearers 

After the annual meeting, the following 
office-bearers were elected for the ensuing 
year :— 


President: Mr. G. E. Fitzgerald. 

Vice-Presidents: Mr. J. H. Devitt 
Mr. Walter Scott. 

Hon. Treasurer: Mr. 8. G: Young. 


Standing Committees 
The following Committees were ap- 
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Parliamentary and Laws: O. H. Paton 
(Chairman), M. F. Hardie, A. C. Les- 
lie and C. H. Prosser. 


Board of Examiners: A. A. Fitzgerald 
(Chairman), L. H. Dillon, G. E. Fitz- 
gerald, L. Goldberg, K. C. Keown, 0. 
R. MacDonald and N. S. Young. 

Membership: C. H. Prosser (Chairman), 
E. A. Cupit, O. H. Paton, Walter Scott 
and H. J. Trist. 


Education: G. E. Fitzgerald (Chair. 
man), O. E. Berger, V. R. Hill, K. C. 
Keown, G. H. Peterson, N. S. Young 
and 8. G. Young, with power to co-opt. 


Accounting Research: K. C. Keown 
(Chairman), L. A. Braddock, §. R. 
Brown, J. H. Devitt, L. H. Dillon, G. 
E. Fitzgerald, J. M. Groom, R. A. 
McInnes, E. A. Peverill, Walter Scott, 
R. K. Yorston and N. 8. Young. 


pointed for the ensuing year :— 

Executive: The President (Chairman), 
O. H. Paton, T. A. Stump, N.S. Young 
and S. G. Young. 

Finance: The Hon. Treasurer (Chair- 
man), G. E. Fitzgerald and E. A. 
Peverill. 

Applications: E. A. Peverill (Chair- 
man), G. E. Fitzgerald and S. G. 
Young. 





EMPLOYMENT—AN EX-SERVICEMAN 


The Appointments Board of the University of Melbourne in its efforts to help 
graduates establish themselves in professional careers, depends to a great extent 
upon the goodwill and co-operation of people already established in the profes- 
sions concerned. Occasionally we meet a case where this dependence becomes even 
more important than usual. 

Such a case is that of a recent graduate in Commerce. An ex-serviceman aged 
31, he suffers from a war-time disability which made studying at the University 
extremely arduous. He walks only with great difficulty and needs special furniture 
and equipment in order to write and work. In spite of these physical obstacles he 
managed to complete his course and was highly thought of by his lecturers and 
tutors. 

He is now starting in private practice, as an accountant, and, because of his 
disability, the initial stages of building a practice are likely to prove difficult. He 
has a specially equipped car to enable him to get about and, in order to assist him, 
his wife has for the past three years been gaining practical experience by working 
in an accountant’s office. He is building and equipping an office attached to his home 
at East Oakleigh. 

Members of the State Council of the Institute have considered his case and 
have agreed that he should be assisted in every way possible. If, therefore, any 
members of the Institute feel that they may be able to help him in building up 4 
practice, the Appointments Board would be glad to hear from them. It might be 
added that he has a sound knowledge of accountancy and his academic success 
indicates ability and pertinacity of a high order. 
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OF ACCOUNTANTS 


RESPONSIBILITIES TO THE PROFESSION 
Reply by the President, Mr. G. E. Fitzgerald, to the toast cf the Commonwealth Institute 
of Accountants, proposed by the Hon. Neal Macrossan, Chief Justice of the Supreme 
Court of Queensland, at the Annual Meeting held in Brisbane on 8 May, 1952. 


The status of this Institute, and indeed 
of every other professional body, depends 
upon its members, not the number of its 
members, but upon the quality of the ser- 
vice which they render to the profession. 

The Commonwealth Institute has a great 
tradition behind it. It has never set out on 
a deliberate policy of building up a large 
membership, preferring a selective member- 
ship of accountants, properly skilled and 
with high moral standards. It has been 
fortunate in attracting to its ranks men of 
high ideals, many of whom have been pre- 
pared to find time to render the service 
which has made the Institute what it is 
today. And yet this has not been altogether 
fortuitous. In every decade of the Insti- 
tute’s history its leaders have been inspired 
by outstanding examples of service ren- 
dered by predecessors and we remember 
with pride many men whose names will 
live so long as the Institute is remembered. 

It is recorded that, in 1887, during a 
period of great prosperity in Victoria, when 
Melbourne was a larger city than Sydney, 
the Institute was founded by 45 men 
engaged in the practice of accountancy in 
Melbourne. At that time there was an 
intense need for the services of men skilled 
in accounts whose integrity could be relied 
upon. As the ‘‘ Journal of Commerce’’ said 
about that time, ‘‘It was no uncommon 
eurrence for an auditor to be offered a 
handsome fee provided that he would so 
word a certificate that the public might 
believe something very different to what 
did actually exist.’’ 

Early evidence of the intention of mem- 
bers to safeguard their professional repu- 
tations was given when, unfortunately, it 

fame necessary in the second year to 
forfeit the membership of an accountant on 
the grounds of conduct dishonourable to 
the profession. In accordance with the form 


of the Articles at that time, this was done 
on a two-thirds majority vote of members. 

At first membership was granted to 
accountants deemed by an Invitations Com- 
mittee to be qualified for admission. In the 
third year the first examination was held 
and shortly afterwards admissions became 
limited (with a few exceptions) to those 
qualified by examination. The Annual 
Report of 1891 stated that ‘‘an examination 
is just closed, at which 19 examinees pre- 
sented themselves but the results will not 
be known for some time owing to the 
laborious nature of the work of perusing 
and valuing the written answers to the 
questions set’’. 

The foundations were well laid and the 
first members builded better than they 
realised. The original intention had been 
to admit to active membership only prac- 
tising public accountants and their clerks, 
but, fortunately, this was changed and 
membership was extended to persons hay- 
ing experience in mercantile and govern- 
ment offices; so that from its inception the 
doors of the Institute have been open to all 
members of the profession, whether in 
public practice, in the public service or in 
the commercial world. Thus was laid down 
an important principle which has been 
vigorously upheld on more than one 
occasion in the history of the Institute. 

At the commencement of this century 
attempts were made to form-an Austral- 
asian Institute when delegates representing 
institutes in all Australian States, except 
Western Australia, and in New Zealand 
met and affirmed the desirability of form- 
ing an Australasian institute. A committee 
was appointed to draw up a constitution, 
but, after a meeting in 1903, the scheme 
was abandoned owing to disagreement over 
the provisions of the draft constitution 
that, though all members of negotiating 
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Responsibilities to the Profession—continued 
institutes would become members of the 
new society, only those in public practice 
would have a voice in the management of 
the institute and in future only public 
accountants and their clerks would be 
admitted to membership. 

Thus, very early in the history of 
accountancy institutes was lost the oppor- 
tunity to weld the profession into an Aus- 
tralian body that could have changed the 
whole outlook of accountancy in Australia, 
exercising a big influence in the commercial 
education of many of its people and have 
been an important institution in the indus- 
trial and commercial life of the country. 

Aggregate membership of accountancy 
institutes in Australia, allowing for some 
everlapping, is about 20,000, of whom 
4,000 or 20 per cent. are in practice, while 
the remainder are to be found mainly in 
commerce and industry and in the public 
service; many filling important positions 
of trust. 

Only one institute restricts membership 
to persons associated with public practice 
and even this institute comprises a large 
percentage of members who have trans- 
ferred to appointments of another kind. 

It is not long since accountants who so 
transferred were regarded as ‘‘leaving the 
profession’’, but, happily, that attitude has 
changed, or is changing, at least in other 
countries. To quote from a recent issue of 
the English Journal, ‘‘The Accountant’’, 
‘‘the days when a man holding a recognised 
accountancy qualification was spoken of 
as having left the profession when he took 
up a salaried post in the organisation of an 
industrial undertaking have gone by. In 
Great Britain and America increasing at- 
tention is being paid to the scope of accoun- 
taney in relation to the administration of 
the affairs of business enterprises and the 
Council of the Institute of Chartered 
Accountants-in England and Wales now 
comprises several members who some years 
ago would have been regarded as ‘out- 
side the profession’.’’ 

As that eminent accountant de Paula 
points out, the Charter of the English 
Institute, granted in 1880, refers to mem- 
bers acting as liquidators and receivers, in 
positions of trust under Courts of Justices 
and as Auditors—the word accountancy is 
not mentioned. 
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But the activities of the profession have 
expanded far beyond anything that could 
have been foreseen in those days. 


The work of the public accountant 
includes, in addition to audits, liquidations 
and receiverships, advising on accountaney 
systems and organisation, costing, financial 
policy, taxation practice and many other 
matters. Not every accountant in publie 
practice is engaged in this way. There are 
many practitioners who perform quite 
useful service in keeping the records and 
preparing the financial statements and 
income tax returns of small traders, but 
who do not make contact with the more 
involved activities with which the large 
practitioner is concerned. 

Qualified accountants in private employ- 
ment are engaged in such a variety of pur- 
suits that it would be difficult to prepare a 
comprehensive list of their activities, but 
they extend from the keeping of ledgers 
through various stages of accounting 
activity, including costing, to full respon- 
sibility for the accounting organisation and 
financial policy of large scale enterprises, 
while there are many accountants filling 
positions of great responsibility as full 
time directors in industry. In Government 
service also, their activities extend from 
ledger-keeping to important appointments 
involving the financial control of many 
millions of pounds. 


The scope for accountants in industry is 
extending so much that we find an increas- 
ing percentage of the members of practis- 
ing institutes transferring to the non- 
practising group; this movement appears 
to be world-wide ; whereas in 1913 approxi- 
mately 60 per cent. of members of the 
English Institute were in practice, today 
about 60 per cent. are not in practice. In 
Australia 27 per cent. of members of the 
Chartered Institute are on the Separate 
List. 

Whatever the nature of the duties of the 
accountant his responsibilities are similar 
in nature. The practising accountant has 
responsibilities to his clients, to share- 
holders of companies and to the profession. 
The non-practising man has similar respon- 
sibilities to his employers, to directors, t0 
the owners of the business (i.e., to the share- 
holders) and to the profession. The res 
ponsibilities of the latter are no less 
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Responsibilities to the Profession—continued 
important than those of his brethren in 
public practice and, in fact, may on 
occasions be more difficult to discharge. 
Whereas the practising accountant may 
risk the loss of a client by taking a stand 
on a matter of principle, the non-practising 
man may risk losing a lucrative position, 
with good prospects of advancement, by 
similar action. 


It appears to me that the work of an 
accountant responsible for administration 
vf the accounting department of a large 
scale business is at least as important, if 
not more so, than that of the auditor of 
his accounts. Responsibility for the pre- 
paration of full and fair and informative 
statements is his; the accuracy of these 
statements is dependent upon the correct 
analysis and classification of a vast number 
of transactions involving a tremendous 
amount of detail with almost unlimited 
scope for error. If the accounting system 
is badly planned or the work carelessly per- 
formed, even the most efficient auditor may 
be misled. On the other hand, if the system 
is well planned and the work well carried 


out, the job of the external auditor is made 
easy and he can have greater confidence in 


the final result. Consider, too, the more 
favourable position in which the commer- 
cial accountant is placed in regard to such 
matters as installation of new systems, 
verification of stocks, ete. 


“The only way to face the future is to 
consider how accountancy, in its widest 
sense, can best be of public service,’’ says 
Sir H. Howitt. The profession will con- 
tinue to advance in status according to the 
extent to which it fulfills that objective; 
but no side of the profession can advance 
independently of the other; the profession 
is judged as a whole; the practising 
accountant has much to learn from his 
brother in industry, the accountant in 
industry can learn much from experience 
in the practising field and both have much 
to learn from a more intensive study of the 
problems of management so far as they 
may be affected by the availability or non- 
availability of reliable information than 
can be supplied by the accountant. 

In Australia I feel we have much to learn 


from the accountancy profession in 
England and America. Despite the diffi- 
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culties we are experiencing at present, 
provided we settle down again to hard 
work, as we will be obliged to do, there is 
a great future in the industrial develop- 
ment of this great country of ours; that 
means increasing opportunities for the 
accountancy profession. To reap the full 
benefit from those opportunities we must 
be prepared to give service. Co-operation 
between all members of the profession, be 
they in public practice, in commerce, in 
industry or in the public service, is neces- 
sary and the responsibility rests upon all 
institutes to promote that co-operation to 
the utmost of their ability. 

I commenced this talk by saying that the 
status of the Institute depends upon its 
members. I would like to conclude by re- 
ferring to an address by Mr. Basil Small- 
piece, Chartered Accountant, Financial 
Controller of British Overseas Airways 
Corporation, in which after referring to 
those oft-quoted words of Francis Bacon, 
‘‘T hold every man a debtor of his pro- 
fession,’’ he outlines four responsibilities of 
accountants as follows :— 

1. To put back into the common store of 

knowledge in our profession such new 
experience as we discover in our journey 
through life so that those who come 
after may benefit by our experience just 
as we benefited by those who have gone 
before. 
To preserve with due respect and care 
what has been handed down to us. Each 
generation should seek to preserve 
what is best from the past and build 
upon that foundation, but there must 
always be room for experiment and 
innovation. 

Not to let our professed knowledge and 

techniques be used in a manner contrary 

to the standards of our profession or the 
dictates of our conscience. 

For those in industry to pursue the 

truth every bit as much as those in 

practice. 

These are fundamental responsibilities, 
the consideration of which I recommend to 
all members, particularly the younger 
generation who have so far to go in the 
journey through life and who will find so 
many opportunities on the road. So long 
as we live up to these responsibilities we 
will not let down the institute or the 
profession. 
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ACCOUNTING AND BUSINESS FINANCE 


by 


R. J. CHAMBERS, B.EC. (SYD.), A.I.C.A. 
PART II 


V—THE ACCOUNTING STATEMENTS RECONSIDERED 


In the previous sections we endeavoured 
to show that a series of statements similar 
to the conventional accounting statements 
but based on a different point of view—for- 
ward-looking, not backward-looking—was 
more in keeping with rationality of action 
by all participants than present accounting 
statements are. No attempt is made here to 
justify rationality; but it seems pertinent 
to observe that rationality is a basic as- 
sumption of economic theory, that it is the 
criterion of economic action, and that ac- 
counting would be almost if not quite dis- 
pensible if men did not at least try to act 
rationally. 


We shall now consider the extent to 
which our conclusions suggest aspects of 


accounting which may be improved to en- 
hance the probability of rational action on 
the part of users of accounts. 


The Income Statement Reconsidered 


The probability of making errors in esti- 
mating the extent of future business and 
income will not need emphasizing: it is re- 
peated, as a charm, by those who protest 
that the accountant should not prognosti- 
eate. But this probability is not the same 
for all estimates. The probabilities of error 
in estimating the future yields of alterna- 
tive security investments are similar, to the 
extent that the available accounting infor- 
mation about the respective firms is based 
on the same accounting rules. Any pro- 
posal that the information required to be 
given shall be free—i.e. not the subject of 
a widely-accepted convention—suffers from 
the disability that it makes close compari- 
son between investments impossible ; ration- 
ality would be diminished by the fact that 
estimates in respect of the alternative 
securities are subject, to an unknown ex- 
tent, to the errors of judgment of those 
responsible; and the estimating difficulties 
of those responsible will be more or less 
acute according to the way an industry is 


organized, according to its rate of change, 
according to the nature of the goods and 
services produced, and according to the re- 
moteness of the matters being estimated. 


These considerations are sufficient to 
make any detailed estimate of future in- 
come and expenditure a poor substitute for 
a fully informative statement relating to 
the immediate past; it would certainly 
help, just as such estimates may help in the 
flotation of new enterprises, but it would 
not be a satisfactory substitute. A detailed 
estimate would perhaps be less desirable 
than general statements of the main pros- 
pective developments, for it would carry 
too great an air of authenticity. 


Instead of devising a new statement we 
may rather consider how the income state- 
ment may be made more informative, how 
it may conform to the requirements we 
have imputed to investors and creditors. 


Firstly, the probability of rational action 
will be increased by any device which 
designates the real sources of income. The 
isolation of windfall losses and gains is one 
such device which is approved widely 
among practitioners and theorists; it is 
obviously and specifically directed towards 
increasing the information available to 
users of accounts. The isolation of losses 
and gains due to no action on the part of 
the firm but to the fact that its economic 
climate is deflationary or inflationary 3 
one such device which is not approved by 
practitioners, although its rationale is iden- 
tical, and the losses and gains are no less 
‘‘windfall’’ than in the accepted case. The 
income statement should specify gain from 
operations, gain (or loss, where necessary) 
from incidental sources, and gain (or loss) 
from variations in the purchasing power of 
the currency. 


Secondly, the probability of rational ac 


tion will be increased by any device whie 
permits users to draw reasonable inferences 


(Continued on page 263) 
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Accounting and Business Finance—continued 
with respect to departures from the level 
of business depicted in the income state- 
ment for the period just past. Generic 
descriptions of items appearing in income 
statements (such as salaries, supplies, pur- 
chases, depreciation) are much less signifi- 
cant for the future than their characters 
as fixed and variable items. An income 
statement giving gross income and expen- 
diture classified into their fixed and vari- 
able elements would enhance the investor’s 
chances of determining whether a given 
expected change in supply conditions, or 
demand conditions, will affect his enter- 
prise seriously, mildly, or not at all. 

Thirdly, the probability of rational ac- 
tion will be increased by any other infor- 
mation it is possible to present, beyond the 
framework of the accounts, regarding the 
expected future level of trade.*® 

The second and third of these conditions 
may be provided without any fundamental 
change in accounting technique. The first, 
however, will involve a significant change 
in accounting theory and practice, a new 
point of view; but the above argument in- 
dicates that only consistent application of 
an established rule is involved. The first 
proposal would therefore remove yet 
another inconsistency from accounting. 


The Balance Sheet Reconsidered 

There are several ways of looking at the 
balance sheet of an accounting entity. It 
may be considered merely as a list of ac- 
count balances, a piece of technical ap- 
paratus for ensuring the mechanical ac- 
curacy of accounting. The same idea also 
occurs in a different guise. It is repre- 
sented as a form of statement of sources 
and applications of funds; and this is the 
view which is associated with the idea of 
financial stewardship to which reference 
has already been made. 

The ‘‘funds statement’’ hypothesis, 
however, is inadequate to account for at 
least two aspects of accounting practice. 
Firstly, the usual balance sheet refers to a 
very small proportion of all the funds en- 
trusted to the stewards over the life of the 
entity, and the ways in which those funds 
have been disbursed are treated very scan- 
tily on the assets side of the statement. The 
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balance sheet may be analogous to the state- 
ment of sources and distribution of funds; 
the analogy may be useful for some didac- 
tic purposes ; but, in fact, the balance sheet 
most inadequately represents the sources 
and applications of entity funds. Secondly, 
the balance sheets of a great many entities 
contain items which may not reasonably be 
described as sources or applications of 
funds, even by such cireumlocution as the 
‘*funds statement’’ point of view permits. 
When assets are revalued and amounts are 
written into the accounts, there is no such 
thing as an application of funds, for there 
are no more funds than before. And if at 
the same time a reserve account is raised 
or paid-up capital account is credited, that 
does not represent a new source of funds; 
nothing that may be called ‘‘funds’’ has 
been received. In strict logic, the ‘‘funds 
statement’’ hypothesis would preclude en- 
tries of this kind being made in the books 
at all; and yet they are made. 


The balance sheet may also be viewed as 
a statement of financial position. This is 
rather a better hypothesis at first sight than 
the former. The balance sheet is a state- 
ment of some kind of position rather than 
a summary of funds transactions. But it is 
scarcely a statement of financial position 
within the usual meaning of that term; for 
several reasons. ‘‘ Financial position,’’ it is 
reasonable to suppose, is generally under- 
stood to apply to the position of the 
finances of an entity; that is, such of its 
resources and obligations as are expressible 
in financial terms would be so expressed. 
At values appropriate to what date? Values 
as at the date of the statement. The con- 
ventional balance sheet does not pretend to 
do this; its exponents are at great pains to 
make it clear that it is a mere list of bal- 
ances subject to certain modifying conven- 
tions. The terms ‘‘accounting statements’”’ 
and ‘‘aeccounting position’’ have been used 
throughout this lecture precisely because 
the conventional statements do not disclose 
a financial position. 

Now, because a balance sheet does not 
disclose the financial position of an entity, 
because its entries are only resultants of 
many past transactions, it appears to 
violate (or perhaps to adhere, only to an 





_*For an excellent illustration of such a projec- 
fion for future plant capacity, see the 1950 
Annual Report of Australian Paper Manufacturers 


Ltd. That the distribution of the company’s 
securities is unusual does not detract from the 
example. 
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insignificant extent, to) one of the prin- 
cipal accounting conventions, the going- 
concern convention. The rule that assets 
should be valued as for a going concern has 
been sanctioned a long time; but it is a 
rule, 


‘*..a custom 
More honour’d in the breach 
than the observance.’’ 


A long line of textbook writers have ponti- 
ficated: ‘‘Plant and machinery is not 
valued upon the basis of its realizable 
value, but upon the basis of its value to the 
particular business as a going concern; in 
other words, the value is based upon its 
earning capacity, and not upon its in- 
trinsic worth....The market values of 
similar machinery may be disregarded ; for 
the plant of a manufacturer is held solely 
for the purpose of manufacturing for the 
whole of such asset’s working life, and this 
period is unaffected by fluctuations in 
prices. The ‘break up’ or realizable values 
are also disregarded, for this asset is not 
held with a view to resale.’’** With respect, 
it is submitted that this practice regards 
the entity rather as a mummy in a tomb 
than as a going concern. I believe the 
going-concern idea is essentially realistic, 
but the above recommendation does not 
give effect to it. The usual argument as- 
sumes that money cost less depreciation 
represents earning capacity: it does not. 
Earning capacity is represented by the dis- 
counted: value of future net receipts, and 
this differs vastly from cost less deprecia- 
tion; it is an altogether different kind of 
caleulation. The above argument also re- 
quires us to accept the proposition that the 
period of an asset’s working life is un- 
affected by market values of similar assets: 
that this is not so should not need demon- 
strating. Would any business man hesi- 
tate to sell a piece of plant, new or old, for 
which the aggregate costs of operation, 
maintenance, and repairs exceed similar 
costs for alternative equipment, or where 
the profit on the sale exceeds his expected 
gain from using it? 

The going-concern convention appears to 
be a notion which envisages an entity 
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whose financial position at present and 
whose readiness to carry on trade must be 
the concern of managers and other parties, 
It seems to be entirely proper to expect 
statements which disclose a financial posi- 
tion rather than statements which express 
an accounting position; for, as even the 
orthodox are prepared to concede, if 
bankers, creditors, and other parties want 
financial information relevant to their in- 
terest in an accounting entity they will get 
it—but not from the accounting state. 
ments. This leads me to a third way of re- 
garding the balance sheet which to my 
knowledge has not elsewhere been pro- 
pounded, but which accounts for many de- 
vices and practices which challenge the 
validity of the conventional framework. To 
state the case fully I must inelude with the 
balance sheet the profit and loss and ap- 
propriation statements. 


The Statements Taken Together 

The accounting statements represent the 
financial conditions under which the contri- 
butions of participating persons and organ- 
izations are secured for an accounting en- 
tity. This proposition is stated in the posi- 
tive form rather than the imperative; for 
even if, as we suggest, conventional ac- 
counting statements are ‘‘less decisively 
relevant’’ than financial statements should 
be, conventional accounting statements are 
the principal statements which are avail- 
able, as a basis for making decisions, to 
actual or potential participants. The term 
‘*financial conditions’’ should not be con- 
fused with financial position or condition 
(singular), however; the statement of 
financial conditions will only be a state- 
ment of financial position when it contains 
values relevant to future operations. Until 
that time the financial position will be as- 
sumed by many people to be what the ac- 
counting statements disclose, and they will 
act accordingly, even though their actions 
are really not in their best interest or in 
the interest of the entity. 

This view of the accounting statements 
permits us to state some interesting conse- 
quences. 

Firstly, this view—and only this view— 
enables us to justify the vast amount that 
has been written about, and the amount of 





* The words are De Paula’s (The Principles and 
Practice of Auditing, Seventh Edition, Australian, 


p. 148), but the same ideas are expressed in the 
same form by countless others. 
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work devoted in practice to, statement 
analysis. If it is believed that accounting 
statements should be regarded merely as an 
end-product of a series of book operations 
—and that this should be made known to 
all users of such statements—the responsi- 
bility of publicity, contemplated by the 
law, is being avoided. And if accounting 
statements are no more than the end-pro- 
duct of a series of book operations on 
events that have passed, and are not 
orientated to events about to come to pass, 
their analysis must result in findings which 
are irrelevant to the making of decisions 
about the future. On this hypothesis state- 
ment analysis would be, to take a strict 
view, illogical; no amount of subsequent 
manipulation of the figures in convention- 
alized statements can result in measures 
which are strictly relevant to actions and 
decisions in the real commercial world. 
Those who uphold the ‘‘list of balances’’ or 
“funds statement’’ view of the balance 
sheet and at the same time discuss financial 
statement analysis are really holding one 
view and acting according to another— 
acting according to the ‘‘conditions of par- 
ticipation’’ hypothesis put forward here. 


Secondly, this view resolves the argu- 
ment about which of the statements is more 
useful than the other. It has always been 
difficult to understand the grounds of those 
who assert that the profit and loss account 
is the more important statement, when so 
much is written about balance sheets and 
their analysis. The specific legal require- 
ments of published balance sheets are more 
numerous than those for income state- 
ments; the amount of space devoted to the 
balance sheet in most works on statements 
analysis is no less than that devoted to the 
income statement; comments in company 
reports on balance sheet figures are com- 
monly more elaborate than comments on 
income statement figures; and so on. Fur- 
thermore, if the balance sheet is not as use- 
ful as it might be because of the conven- 
tional treatment of items appearing in it, 
the profit and loss account is also affected 
by the treatment of those items; which of 
the two statements is affected most by the 
artificiality of the rules used in accounting 
depends on ‘the relative magnitudes of bal- 
ance sheet totals and sales income. And, 
further still, very little status is given to 
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the appropriation account by those who 
dispute the superiority of the balance sheet 
or income statement; and yet it is import- 
ant enough to command space in published 
accounts. The ‘‘conditions of participa- 
tion’’ hypothesis attaches no more import- 
ance to one than to another; they are all 
part of the statement of conditions, and I 
think that all are used, without discrimina- 
tion, in practice, by people who are con- 
sidering whether to grant or refuse parti- 
cipation, as investors, creditors, bankers, 
workers, or what have you. 

Thirdly, the view explains the practice, 
now being adopted by many companies, of 
indicating the distribution of sales income 
among the participating groups. Whether 
this is done by giving the dissection of total 
sales income, or by dissecting the ‘‘sales- 
pound,’’ or by ‘‘share-of-the-cake’’ dia- 
grams, no device has given greater colour 
to the hypothesis now put forward than 
this. These statements indicate precisely 
who the participants are, whether they are 
described as ‘‘ wages, materials, taxes, divi- 
dends, ete.’’ or ‘‘workers, suppliers, gov- 
ernment, owners, ete.’’ And the form of 
expression used in some such statements 
even indicates that their designers have the 
idea of participation clearly in mind. The 
adoption of this practice which is so differ- 
ent from the customary ways of drawing 
up income statements is a reaction on the 
part of management to actual or expected 
pressures from participants; it is not to be 
explained merely as a bright idea conceived 
and executed voluntarily by officers of the 
entity. 


Fourthly, this view explains how entries 
originating in ideas which are inconsistent 
with certain accounting dogmas neverthe- 
less find their way into the accounting 


statements. In spite of fulminations 
against writing up tangible assets, assets 
are revalued; in spite of declarations that 
goodwill should not be written up, it is 
written up; in spite of the fact that some 
accountants say making bonus share issues 
is unwise, bonus share issues are made. 
Why? Because these actions are demanded 
by the situation in which managers find 
their entities from time to time. Because 
these measures are deemed by managers to 
be necessary to secure the continued par- 
ticipation of the parties upon which the 
entity depends. 
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VI—CONCLUSION 


The conclusion to which this argument 
leads is perhaps obvious, and it is hoped 
that the argument will have made it palat- 
able. To make their decisions rationally, 
the participants in business activity need 
a different kind of accounting: they want 
information which bears on the future. 
This may be had by superimposing on ex- 
isting accounting technique machinery for 
taking into account by an index number 
correction the effects of changes in the pur- 
chasing power of money. Such a system 
would yield statements which, like Janus, 
would look both ways, backwards and for- 
wards. I do not mean that we should 
merely have additional statements by which 
the customary statements are shown to be 
adjusted. I see no value at all in the custo- 
mary statements. True, we should have 
records of historical money costs that help 
us in the future to decide unforeseen ques- 
tions wisely. But such unadjusted costs, I 
submit, have little relevance to the financial 
position and results which are the focus of 
the attention of participants and competi- 
tors. 


To adopt such a system will have two 
kinds of consequences. 


Among the practical advantages that will 
arise, several deserve specific mention. As 
the accounts more clearly represent the 
effects of managerial policy and action by 
separately stating the consequences of un- 
avoidable general changes in the economic 
environment, enterprises will be subjected 
to a more informed supervision and criti- 
cism. The participating groups will have 
fewer occasions to make special claims 
against the entity, for its financial position 
and results will for longer periods be con- 
sistent with its environment. Comparison 
of one firm with another will be facilitated, 
for their statements will be based on cur- 
rent purchasing power; financial statement 
analysis will be put on a logical and consis- 





“Tt is difficult to say to what extent I owe this 
idea to the general character of economic theory, 
to the writings of other accountunts—in particular 
H. W. Sweeney—on the subject, and to my own 
dissatisfaction with the observable differences be- 


tent footing. A great part of the mental 
‘‘adjusting’’ now necessary will be re- 
moved, as more of the facts of the situation 
will be put into numerical form. 


The proposal will substantially improve 
the quality and consistency of accounting 
theory; it will permit us to drop certain 
ideas which are unnecessarily restrictive 
and stultifying, ideas which conflict with 
what the community generally, and the 
business community in particular, expects 
of accounting and accountants. It will make 
of accounting a system of communication 
which is much more ‘‘factual and objec- 
tive,’’ which has fewer ‘‘blind spots’’ chal- 
lenging its most useful generalizations. Ac- 
counting will account; and the financial 
statements will describe the financial posi- 
tion more realistically. And, what seems to 
me most valuable, we shall have a system 
of accounting attuned to one of the basic 
assumptions of economic theory and one of 
the commonest features of action in busi- 
ness, formal rationality. Every point of 
view frora which we regard the matter 
seems to demand a change of the kind sug- 
gested. The recommendation is not new,” 
but it is hoped that the argument will have 
lain bare some of the important implica- 
tions not commonly discussed among ac- 
countants as yet. 


Though I have endeavoured to keep 
questions of professional sentiment out of 
the argument, I hope it will be difficult to 
escape the hortative element in this con- 
clusion. It is surely not consistent with the 
accountant’s sense of professional respon- 
sibility that his technique evades the obli- 
gations which the law and commercial prac- 
tice enjoin on him! And it is surely not 
satisfying to the accountant’s professional 
pride that his subject and technique con- 
tains so much that is contradictory, unin- 
formative, and misleading! These are 
social and intellectual challenges which we 
will disregard at our peril. 





tween accounting theory and practice, economic 
theory and the behaviour of businessmen. There is 
an extensive and growing literature bearing 
directly on the matter. 
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COMMENT BY MR. A. GREENHILL, F.F.LA. 


Past President of the Australasian Institute of Cost Accountants 
(Queensland Division) 


At the outset I must offer very sincere 
thanks and congratulations to Mr. Cham- 
bers for the really remarkable research lec- 
ture which he has prepared. I also con- 
gratulate him on the courage displayed in 
presenting some viewpoints which I feel 
quite sure are new to many, and which 
must call forth some commentary from per- 
sons who are very definitely persuaded in 
favour of some of those things which Mr. 
Chambers considers to be outmoded or in 
point of fact to have never been satisfac- 
tory for the purpose for which they were 
used. 

Up to the end of the fourth section, Mr. 
Chambers has in no uncertain manner 
made a number of points, all leading up 
to the support of his main theme that pub- 
lished accounting statements following 
orthodox lines as we know them do not pro- 
vide the information required by the vari- 
ous interests concerned at the present time. 
In other words, the suggestion is that pub- 
lished accounting statements (and by ac- 
counting statements we are not limited to 
balance sheets and profit and loss accounts) 
have not advanced with the times, that 
they do not in their accepted form give the 
information which today’s public, repre- 
sentative of whatever interest it may be, 
expects to get. 

In broad principle, I quite agree with the 
theme which Mr. Chambers develops, but 
at the same time I feel that throughout the 
development of that theme there are one or 
two observations upon which expressions of 
opposite opinion are possible; and in the 
final analysis, whilst I say that we agree 
with the theme, I personally cannot agree 
with the suggestion that, because published 
accounting statements as we know them do 
not meet the needs of all interests, they 
should be classed as useless. I feel that, 
after all, the accounting statement as we 
know it was not intended to give the full 
information required by all groups which 
might have an interest in it. 

Following through Mr. Chambers’ state- 
ment of the case, there are one or two 
points upon which I should like to offer 
some comment. 


Mr. Chambers has centred a lot of in- 
terest on the ‘‘interest of investors, present 
and prospective,’’ and he has also intro- 
duced an eleventh item on the subject of 
‘industrial relations.’” On both of these 
points I should like to offer some observa- 
tions. 

The remarks by Mr. Chambers on the 
stewardship notion are, of course, depen- 
dent upon which of the particular interests 
is concerned. As between boards of direc- 
tors and executive managements, the re- 
sults of separate transactions are of con- 
siderable importance; whereas I am very 
doubtful whether the shareholder has any 
real concern with isolated transactions, un- 
less they are of sufficient magnitude to be 
reflected in the final results which would 
be revealed by the published accounts. 


The observations by Mr. Chambers on 
legislation serve to emphasize more than 
anything else his previous reference to 
variety of interests, and there is not much 
doubt that the legislature has primarily en- 
deavoured to protect the interests of per- 
sons providing the finance with which 
other persons operate, whether they be in 
the form of shareholders or creditors. 


A little later on Mr. Chambers quotes an 
observation by J. R. McCulloch, wherein 
he describes published balance sheets and 
accounts of assets and obligations as 
‘worse than worthless, being eminently 
calculated to deceive and mislead.’’ I am 
glad Mr. Chambers mentioned in conjunc- 
tion with this thought that it must be ac- 
cepted in the ‘‘spirit of the debate at the 
time.’’ I am sure many of us will not 
agree with that observation when trans- 
lated into the ‘‘spirit of to-day.’’ 


Dealing with Mr. Chambers’ observations 
on the rationality of investors’ decisions 
and the view that publication of balance 
sheets will accomplish ‘‘nothing,’’ I join 
the opposition here—and, I believe, with 
much justification! Mr. Chambers follows 
these remarks by saying that investors’ de- 
cisions will depend in part on three con- 
siderations—past, present, and future. I 
think the first two of these three are very 
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tightly bound up with published account- 
ing statements, and we cannot altogether 
throw these statements overboard as en- 
tirely useless merely because they do not 
give detail for purposes other than ac- 
counting. I believe that, in many respects, 
whilst accounting statements are a very 
useful addition to the investors’ sources of 
information, we should not agree with the 
suggestion that they either should, or are 
intended to, provide him with all the infor- 
mation concerning a business, past, present, 
or future, as an ‘‘investor’s guide.”’ 

Therefore, I do not agree with any sug- 
gestion that accounting statements fail be- 
cause they do not provide total information 
for a purpose which, after all, they were 
possibly not intended to fulfill. 

A later paragraph in this same section 
opens with the words ‘‘We shall assume 
that the decisions of investors are made 
rationally.’’ I would be the last person to 
attempt to contradict this, more especially 
bearing in mind the old saying that ‘‘ Fifty 
million Frenchmen can’t be wrong.’’ 
Nevertheless, I wonder! 

Study of some of the hundreds of flota- 
tions which have been rushed by the public 
in the last few years leaves the impression 
that they show little or no uniformity. We 
have seen offers ranging from a tangible 
asset coverage of 12s. 6d. to a tangible asset 
coverage of from £2 to £3. We have seen 
offers of seven per cent dividends and ten 
per cent dividends. We have seen the in- 
troduction of large amounts for goodwill 
and small amounts. In fact, we have seen 
almost everything except uniformity; yet 
the reaction of investors has been uniform 
—always a rush to subscribe. I wonder 
just what are the guiding principles upon 
which investors act. 

Proceeding, Mr. Chambers remarks on 
the absence of details regarding future 
prospects. On this matter there are certain 
legal requirements, and I hesitate to think 
what the position would be were there no 
restrictions upon the quantity of 
‘‘glamour’’ which ‘‘professional company 
promoters’’ are permitted to place before 
the public on the subject of future pros- 
pects. Frankly, with an eye to conserva- 
tism, and general restraint on the inflation 
spiral, I think that the less freedom 
granted in the matter of painting future 
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prospects to place before the investing pub- 
lic the better. These remarks are intended 
to apply mainly to new flotations. The 
tendency of directors of established com. 
panies to-day seems to be inclining towards 
Mr. Chambers’ view that forecasts should 
be made—possibly because of the impelling 
forces which he mentions. 

A little later, Mr. Chambers mentions 
statements on future possible happenings, 
I say again, ‘‘I wonder.’’ One of the mat- 
ters I wonder about is, ‘‘Do investors back 
prospective yields as opposed to estab- 
lished average performances?’’ I cannot 
help thinking that Mr. Chambers has ex- 
pressed in words something which we must 
acknowledge to be happening, and I think 
this is borne out by some of the recent com- 
pany flotations, in which there would ap- 
pear to have been no background what- 
ever, yet still a mad scramble to take up 
shares. 

What else could be the underlying 
motive, except a gamble on future pros- 
pects ? 

I conclude my commentary on this par- 
ticular section by raising another point. 
Can it be that a change has taken place in 
the classification of investors themselves! 
I think I can reasonably say that investors 
could be divided into two main classes, 
which I would describe as ‘‘conservative”’ 
and ‘‘speculative and others.’’ 

Before the last war the vast majority of 
investors were in the conservative group. 
That class of investors was guided by har- 
dened, seasoned business people such as 
trustees in estates advising beneficiaries, 
bank managers, practising accountants, 
stock brokers, and solicitors—in fact, the 
group of business people who considered it 
their business to advise honestly, and who 
were paid either in cash or in respect and 
continued business for that advice. There- 
fore, they had an incentive to do a good 
job. 

On the other hand—and, I believe, very 
much in the minority—we have found 
speculators who went into business under- 
takings in the hope of spectacular rewards, 
either on the realization of their capital or 
sky-rocketed incomes. I wonder what an 
analysis to-day would reveal. I rather feel 
that there has been a big increase in the 
‘*speculative and others’’ class of investors. 
I do not for one moment suggest that 
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Accounting and Business Finance—continued 
the city typists, clerks, workmen, and 
others who hold 50 or 100 shares in all sorts 
of undertakings are totally uninformed 
and unadvised; but I do think that much 
more of to-day’s investment is coming from 
private individuals who have not the same 
technical knowledge as was indirectly 
brought to bear by the majority of inves- 
tors before the war, when they relied on the 
advice of skilled advisors. There, I think, 
we have another explanation of the eclipse 
of accounting statements, giving past fac- 
tual history, by the prospectus, giving 
possible or probable future results. This 
comes back to my suggestion that ‘‘blue- 
prints’’ of future prospects—or had I bet- 
ter call them ‘‘rose coloured’’ prints of 
future prospects—should be subject to 
some measure of control. 

Dealing with the question of the credi- 
tor’s point of view, a creditor has two 
viewpoints: one viewpoint attaches to the 
transaction which makes him a creditor, 
and the second viewpoint attaches to the 
transaction which satisfies him as a ecredi- 
tor. Therefore, a creditor is not concerned 


only with receiving payment of his account, 
but he must also bear in mind that the 
business of which he is a creditor also hap- 
pens to be his customer. This view is not 
always given all the consideration which it 


warrants. Published- financial statements 
would not give him any help at all on this 
aspect of his interest. 


From the creditor’s point of view gen- 
erally, I believe that there is a good deal of 
relativity in this matter, and that any dis- 
cussion upon the subject of ‘‘valuations 
appropriate to future settlements’’ must 
also give credit for, and be applied in the 
light of, probable altered valuations on 
both sides, one being relative to the other. 
In Mr. Chambers’ concluding remarks he 
takes account of this when he makes ref- 
erence to adjustment by an index number. 

On the subject of workers’ interests, 
much could be said. I had the pleasure of 
being present at a recent Congress held by 
the Research Group of the Queensland 
Division of the Chartered Institute of Ac- 
countants, at which were produced a num- 
ber of published balance sheets of Ameri- 
can companies: also produced was a docu- 
ment which, in character, was new to most 
of those present. I confess it was quite 
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new to me, and I found it most interesting. 
It was a financial statement issued by one 
of the largest oil companies in America, 
specially prepared for distribution among 
the workers. The whole thing bore the 
obvious signs of having been prepared by 
people with a good knowledge of psychol- 
ogy as applied to those for whom the report 
was intended. It was presented in a bril- 
liant red colour, not by accident, but by 
design, and in it were set out, in terms 
understandable by workmen, figures which 
could easily be traced to the published ac- 
counts of the company. 

I would like to have been able to learn 
the reactions of the recipients. In fact, I 
should like to learn much more regarding 
efforts which have been made to convey to 
the workers the financial story of the 
organization by which they are employed. 
I wholeheartedly agree with Mr. Chambers 
that a business organization in which the 
employees have confidence and in which 
they feel in their jobs a measure of stabil- 
ity is at a decided advantage. 

The observations which Mr. Chambers 
makes on the financial statements of busi- 
ness undertakings, both as regards capitali- 
zation, over or under, are most interesting. 
I am quite in accord with some of the views 
expressed therein. 

In this section of his address Mr. Cham- 
bers makes reference to the relationship of 
profits to capital, and the continued distor- 
tion of this relationship as a result of the 
instability of price levels. This is accepted 
as correct ; and, although from the point of 
view of many interested parties, particu- 
larly shareholders and creditors, not much 
information is available, I think from the 
point of view of management less regard is 
being had for recorded percentages of rela- 
tivity between profits expressed in today’s 
pound (£) as compared with capital ex- 
pressed in the pound (£) of years ago. 
More attention is being given to profits re- 
corded in relation either to ‘‘sales’’ or 
‘‘eost of goods sold.’’ These are figures 
available to management which can always 
be regarded as affording a useful mana- 
gerial aid based upon conditions as they are 
measured by figures ruling at the time. 

In this commentary I have endeavoured 
to make the suggestion that published ac- 
counts, as such, were not intended to meet 
the needs of all groups; but we cannot get 
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Accounting and Business Finance—continued 
away from the three facts which Mr. 
Chambers has so amply demonstrated, that 
all the groups exist and that all the groups 
have needs; and that something to meet 
these needs should be done. 


We now turn to the last portion of Mr. 
Chambers’ address, wherein he suggests 
remedies. 


Under the heading of ‘‘Accounting 
Statements Reconsidered,’’ I agree entirely 
with the viewpoint taken by Mr. Chambers 
that the set of financial statements may be 
improved to meet the requirements of users 
of accounts. 


To my mind, the solution lies in distinct 
sets of statements for distinct purposes, all 
being reconcilable with the published ac- 
counts in the normally accepted form. 


I turn now to his observations on the re- 
consideration of the income statements. 
From the management point of view, much 
has been done by means of budgets and 
other business forecasts, standard-cost pro- 
cedures, and the preparation of monthly 
operating statements and balance sheets. 
These, of course, are not designed to satisfy 
anyone else than management, and I am 
sure that management would not for one 
moment consider making them public. 


I quite agree with the observations of 
Mr. Chambers regarding the segregation of 
windfall gains and losses which can be defi- 
nitely ascertained. I am convinced of the 
need to attempt to segregate gains and 
losses arising from deflationary or infla- 
tionary tendencies, although some such 
statement would have been very necessary 
shortly after the end of the war, when pro- 
moters could have been tempted to take ad- 
vantage of current prices for the purpose 
of valuing stock and other assets which 
they had acquired ex-army disposals. 


The distinction between fixed and vari- 
able costs is one which, for managerial pur- 
poses, is already being used. From the 
managerial point of view, I should very 
definitely say that such information, bear- 
ing as it does on break-even points, should 
not be made public. 


Mr. Chambers has covered an enormous 
amount of ground. I was very hopeful 
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that he might have been able to squeeze in 
some observations regarding recent de. 
velopments in managerial accounting and 
management’s efforts to keep constantly 
abreast of changing conditions, because 
there is no doubt that the last few years 
have seen great forward steps in this 
direction, and that accountants have per- 
formed a wonderful service to business gen- 
erally. However, with so much to be ecov- 
ered in so short a time, we cannot expect 
close analysis of every possible aspect. 


In broad principle I agree that to-day’s 
published balance sheets do not disclose the 
information sought by all the various in- 
terests referred to by Mr. Chambers: whilst 
for new flotations a prospectus is almost 
invariably issued, and an endeavour made 
to express the values of assets at present- 
day figures, and to unfold future prospects, 
it must be remembered that new flotations 
represent only the smallest possible pro- 
portions of share dealings conducted 
through the stock exchanges each year. Yet, 
as Mr. Chambers so rightly points out, the 
reliable up-to-date information which is 
available as a guide is practically nil. 
Nevertheless, I cannot help thinking that 
the shortcomings of our present accepted 
form of published accounts do not make 
these accounts useless. Rather I think that 
while, on the one hand, for management 
purposes accountants have designed and 
are operating a system of accounting recon- 
cilable with published accounts (a system 
which keeps management in touch with 
current developments), there still remains 
much to be done towards keeping the in- 
vesting public and outside interests fully 
informed. Even then it must be remem- 
bered that in these days little is done for 
nothing, and the preparation of up-to-the- 
minute financial information of any busi- 
ness organization is a costly process, which 
adds to the administrative costs and comes 
out of dividends. 


I would like to repeat my own thanks to 
Mr. Chambers for his thoughtful, thought- 
provoking, and most interesting lecture. It 
has been a privilege to have been among 
his interested audience. I offer my thanks 
also to the Commonwealth Institute of Ac 
countants for the opportunity to make this 
commentary. 
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COMMENT BY MR. J. E. H. GILLIVER, AIC.A., F.C.AA., ACIS. 


Mr. Chambers’ paper is truly an argu- 
mentative treatise; and, although I have 
no desire to joust with him, my conserva- 
tive training compels me to approach the 
subject with caution. The paper is provoc- 
ative, stimulating, unbiased thought, and I 
congratulate Mr. Chambers on the results 
of his research. 


Commerce and industry is passing 
through a difficult era, with increasing 
problems arising from— 

(a) improvements in industrial methods 
and technique (thanks to our 
pioneer engineers) ; 
the influence of the worker ; 
quickening of post-war competition 
in trade; 
interference in industry by govern- 
ments, together with growth of 
social legislation ; 
the incidence of taxation and all its 
ramifications ; 
world-wide uncertainty and distrust 
following upon a Second World 
War; 
and, last but not least, the ever-in- 
creasing bugbear: high costs and in- 
flation. 

Surely that list is formidable enough to 
promote healthy and unbiased research 
into accounting and business finance. Mr. 
Chambers is to be commended on his thesis. 


Much has been written in recent years 
on accounting concepts, the doctrine of 
disclosure, and the future role of the ac- 
countant. Probably the most outstanding 
contribution was the report of the Cohen 
Committee. The need for clarity in the 
presentation of reports of stewardship is 
now being recognized by both management 
and the profession. The Institute of Man- 
agement recently conducted a competition 
among companies for the best annual re- 
port. The entries showed that, by compari- 
son with those of earlier periods, modern 
reports generally show a distinct tendency 
towards greater disclosure and clarity to 
the layman. The report of Jantzen (Aus- 
tralia) Ltd. was adjudged the winning 
effort: the trend towards disclosure is 
shown by the fact that this company dis- 


closed, among other matters, the volume of 
its sales. Our forefathers would have been 
horrified. 


Theoretically, I find myself in agreement 
with Mr. Chambers. The conventional bal- 
ance sheet is based on the assumption that 
the items listed therein are comparable in 
value. Now, confronted with the change in 
the value of money, we find that the assets 
side includes debtors, stocks, ete. at current 
values, whilst plant, buildings, and other 
fixed items are shown in terms of money of 
a lower value. Similarly, differences in 
values exist between current and long-term 
liabilities. 

The present-day balance sheet purports 
to present a ‘‘true and fair view,’’ but 
this is at once confounded by application 
of the above theory or the presence of un- 
disclosed reserves. How many proprietary 
companies have found it incumbent to dis- 
close reserves on their conversion to public 
companies? Naturally, the taxation com- 
missioner wields his scythe in these circum- 
stances. 

Basically, accounting records are histori- 
cal facts, but these are tempered by con- 
servative management to provide for con- 
tingencies, so as not to overstate the posi- 
tion. I have heard it said, ‘‘Let prudence 
direct you,’’ but, unfortunately, as a busi- 
ness axiom, this precept is often open to 
abuse. These extreme provisions are, of 
course, based on varying reasons: it may be 
management policy to conceal information 
from shareholders, competitors, or general 
public, or to ‘‘play safe.’’ The professional 
accountant, on the other hand, protests 
strongly against use of undisclosed or 
secret reserves to conceal the true facts. 

From my comments, it may appear that 
I wholeheartedly support rearrangement of 
the balance sheet statement as advocated by 
Mr. Chambers. But, from a practical view- 
point, I foresee difficulties in the valuation 
of fixed assets: after all, any valuation is 
only an opinion of value, and the cost of 
application of the method of periodical re- 
valuation would be costly. Let us examine 
the result of a variation in opening and 
closing values of fixed assets. Any increase 
in book value would be a capital profit, and 
would be shown in the statement as ‘‘ Assets 
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Revaluation Reserve,’’ or some such title. 
But, because of its fluctuating nature (and 
here’s where ‘‘prudence directs you’’) 
profit on re-valuation should not be avail- 
able for distribution to proprietors. 


Mr. Chambers has pointed out various 
effects of changes in value on the balance 
sheet. This point is realized throughout 
the business world, and many companies 
are revaluing their assets. The Brisbane 
Stock Exchange briefly touched upon the 
point in its recent Bulletin dated June 
1951, in the following terms: ‘‘ Directors 
have the added responsibility of deciding 
on their policy in regard to the assets of 
the company—whether to write them up to 
to-day’s value and create an ‘Assets Re- 
valuation Reserve Account’, to increase 
capital by this written-up amount by 
making a bonus issue to shareholders, or 
to leave it as it is even though the general 
opinion is that the pound value will not 
return to the same level as obtained in 
1939. Many companies have written up 
their assets and made bonus issues increas- 
ing their capital, but have wisely warned 
shareholders that the dividend may be 
smaller in consequence of the increased 
number of shares.’’ 


In addition, the valuation of stocks and 
work in progress would bring about some 
complications. Mr. Chambers would point 
out that this variation should be considered 
under the conventional method. In a period 
of increasing prices the variation between 
opening and closing valuations would en- 
hance the profit for the period. It is well 
that unrealized appreciation of stock be 
known by management and disclosed to 
shareholders. 


In my opinion—and I feel I tread here 


on safe ground — financial statements 
should be based on accepted accounting 
principles consistently maintained through- 
out the accounting period ; and, should any 
deviation be made in valuing any asset, 
that fact should be specifically stated. 
Undoubtedly, there are limitations to 
analysis and interpretation of financial 
statements, and the analyst should be well 
versed in accounting principles before at- 
tempting a deduction from his examina- 
tion. The external analyst is at a big disad- 
vantage, because he is not aware of the 
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facts behind the preparation of the state- 
ments. He should, therefore, always ascer- 
tain beforehand the purpose of a state. 
ment; the reliability of its presentation 
(insofar as its preparation and its consis- 
tency in application of accounting prin- 
ciples is concerned) ; and the supplemen- 
tary data supporting any deviation from 
accepted bases of valuation of assets. 

The internal analyst is usually aware of 
all the facts and of the purpose behind the 
preparation of a statement. 

Admittedly, the conventional balaace 
sheet and profit and loss statement have 
their limitations. I concede that it is desir- 
able to know ‘‘where is this company or 
business going?’’ rather than to have a 
mere historical record of the events of last 
year or of other past periods; but the 
underlying questions are ‘‘ Why were these 
statements prepared?’’ and ‘‘For whom 
were they intended ?’’ 

It has been stated that there are circun- 
stances in which a truer set of statements 
is prepared, namely for the purposes of 
winding up, of applying for credit with 
bankers, or (particularly in the case of 
partnerships and sole traders) of seeking 
private loans or capital. However, in my 
opinion, accounting statements are pri- 
marily a report to shareholders on steward- 
ship, and are not intended as a guide to 
future activities. Some directors’ reports 
supplement the accounting statements by 
giving information as to future policy and 
possibilities. 

From the standpoint of a practising ac- 
countant, I believe that estimates or predic- 
tions of future profits prepared for use by 
the general public should be discouraged. 
Consider the poor investor acting on the 
published predictions of unscrupulous 
management! 

Mr. Scott-Maxwell, an English writer, 
stated in 1923: ‘‘It is not the function of 
the accountant to create business. His 
function is to record in money values the 
business already performed, and where the 
financial record shows gross deficiencies, 
the accountant may be able to point them 
out; but, as an accountant, he is usually 
not in the position to get the faults 
remedied.’’ 

Once again, I stress the importance of 
the intention prompting accounting state 
ments. Preparation of forecasts of future 


(Continued on page 273) 
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Accounting and Business Finance—continued 
activity for management purposes only 
should be encouraged, but for management 
purposes only. Top management is becom- 
ing increasingly aware of the effectiveness 
of forecasting and its brother, standard 
costing, as effective tools of control, and is 
rearranging accounting systems to include 
these features. Banks, particularly the 
Commonwealth Bank, are urging some 
form of control along these lines. 


I agree that the worker should be in- 
formed at least of the financial position of 
any enterprise, especially as a form of 
creating confidence in continuity of em- 
ployment. This is particularly important 
in these days of labour shortage, and cer- 
tain forms of finan¢ial incentives are used. 


Mr. Chambers’ remarks on the financial 
structure of a business and the preparation 
and presentation of statements held my in- 
terest throughout, and I was impressed by 
his review of accounting statements, par- 
ticularly in the later part of section V of 
his lecture. 


My reaction to the paper may be sum- 


marized thus :— 


(a) The balance sheet and profit and 
loss statement do not purport to be exhibits 
of the true financial condition of an enter- 
prise, but rather an estimate. They are pri- 
marily reports to shareholders on steward- 
ship, which, whilst showing the financial 
position of creditors of the business, point 
out also the funds accumulated or reserved 
for future use. 
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(b) Accounting was never intended to 
record variations in the value of money, 
but is a device to present reports of posi- 
tive results—not etherial conclusions as to 
the economic capital of the business. 

(ec) Belief in disclosure of all material 
facts is gaining strength among account- 
ing circles, but even so caution and pru- 
dence are still pervasive in accounting. 

(d) From the social aspect it must be 
admitted that conventional accounting 
statements give little help: to pursue the 
ideal, consideration should be given to the 
advisability or otherwise of preparation of 
special reports for social-accounting pur- 
poses. 

(e) Growth of accounting for costs in 
industry emphasizes that the main value of 
accounting is its use as a tool for manage- 
ment: cost accounting does involve predic- 
tions of costs and income, but essentially 
as a measuring stick for management; the 
balance sheet and profit and loss statement 
still present the historical picture. I hesi- 
tate to contemplate the reaction of the 
general public to full disclosure by enter- 
prises of their forecasted sales, costs, and 
profits for the ensuing year. 

Though Mr. Chambers’ address has sub- 
stituted doubt for our usual certainty, we 
should not wilfully disregard the challenge 
he has issued. Complacency on our part 
should be discouraged: our social obliga- 
tions require of us that we should devote 
more of our leisure to healthy research 
into these controversial matters and to 
eradication of the layman’s belief that we 
wield powers of black magic. 
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CURRENT PROBLEMS DISCUSSED IN 
OVERSEAS JOURNAL 


MANAGEMENT ACCOUNTING 


Beginning in this issue, these notes will 
cover, in addition to the publications 
already covered, the publications (mainly 
monthly bulletins) of the National Associa- 
tion of Cost Accountants, U.S.A. Doubt- 
less readers will welcome this opportunity 
of becoming better acquainted with this 
very valuable source of information and 
ideas on management accounting, which is 
not nearly as well known in Australia as 
it should be. 


The first of the N.A.C.A. publications to 
come under notice is a book of some 170 
pages containing the complete text of 
papers presented at the 32nd International 
Cost Conference held in Chicago in June 
1951. The proceedings at this conference 
consisted of five sessions, two of which dealt 
with accounting problems of a defence 
economy, and the others with cost analysis 
to aid management, recognition of supple- 
mentary labour costs, and taxes and inven- 
tory valuation. In the sessions on account- 
ing problems of a defence economy, 
Charles E. Headlee dealt with industrial 
accounting in a defence economy, Earl R. 
Uhlig with cost determination for govern- 
ment contracts, Carman G. Blough with 
accounting problems of renegotiation, and 
these three speakers, together with Harry 
E. Howell, with the role of costs in a de- 
fence economy. Mr. Headlee’s paper was 
a concise but intensely interesting survey 
of a series of problems, including refer- 
ences to accounting practices which are not 
wholly acceptable, some interesting com- 
ments on the LIFO method of inventory 
valuation, and an advocacy of the use of 
direct costs (excluding fixed factory over- 
heads) for inventory valuation. Interest- 
ing comments were made also on deprecia- 
tion problems, and on the dangers of blind 
adherence to consistency in accounting, re- 
gardless of purpose. The paper then pro- 
ceeded to an examination of different types 
of defence contracts and procedures in re- 
negotiating contracts for defence require- 
ments. 


Mr. Uhlig’s paper dealt mainly with the 
treatment of different kinds of costs (for 
example, direct and indirect) for different 
types of contracts, and Mr. Blough’s 
paper with accounting problems which 
arise in -connexion with renegotiation of 
such contracts. 


In the final session the proceedings took 
the form of a discussion among several 
speakers regarding a variety of questions 
arising in the course of defence-contract 
price negotiations, particularly the treat- 
ment of materials purchased at different 
prices, the non-inclusion of indirect costs 
in inventory valuation, and the relation- 
ship of price redetermination to so-called 
fixed-price contracts. 


In the third session, dealing with cost 
analysis to aid management, two interest- 
ing papers were submitted, one by John 
Pugsley on variance analysis for reduction 
and control of manufacturing costs, and 
the other, by Charles H. Gleason, on analy- 
sis of non-manufacturing costs for man- 
agement guidance. Mr. Pugsley’s paper 
contained several case histories of cost re- 
duction effected through analysis of vari- 
ances from standards. The essence of Mr. 
Gleason’s stimulating paper was its ad- 
vocacy of the study of contribution mar- 
gins, that is the difference between sale 
price and variable cost of sales and vari- 
able selling costs, as compared with the ap- 
proach through the study of net profit. 


The fourth session, on accounting for 
supplementary costs of labour, included a 
paper by Ralph B. Knott, and a panel dis- 
cussion among James E. Caldwell, Robert 
S. Coons, David Himmelblau, Warren L. 
Johnson, and Ralph B. Knott. Mr. Knott 
drew attention to the statement made by 
the United States Steel Co. in its 1950 
annual report that the cost per employee 
of supplementary (‘‘fringe’’) labour costs 
amounted to twenty-one per cent of the 
straight time hourly wage. These fringe 
costs include overtime, holiday and shift 
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Current Problems—continued 

premiums, vacation costs, pension and in- 
surance costs, welfare fund payments, old 
age and unemployment benefit taxes, 
workers’ compensation payments, accident 
and hospital expense, reporting time and 
other allowances, and so on. There can be 
little doubt that these costs are becoming 
an increasing proportion of total costs: 
there is little doubt also that few people 
realise the extent to which they have 
grown. Mr. Knott’s paper contained a use- 
ful classification of pay-roll expenses of 
all kinds, and some valuable comments on 
retirement benefit plans. 

The final session, on taxes and inventory 
valuation, consisted of papers, by Jackson 
W. Smart, on the effect of inventory valu- 
ation on profits and taxes, and by James 
J. Mahon, Jun., on the effect of taxes on 
business planning. Mr. Smart’s paper was 
an interesting survey of the LIFO method, 
particularly in relation to inventory 
profits, which are defined as that part of 
the profit of an enterprise which must be 
re-invested in replacing inventories at 
higher prices than the inventories sold. The 
paper brings out very clearly the import- 
ant point that LIFO is a variant of the 
base-stock method, and that it is a substi- 
tute for the cost-or-market basis: the final 
test of LIFO will come in a deflationary 
period when it produces no tax benefits, 
and possibly additional tax costs. 


The November 1951 N.A.C.A. Bulletin, 
as is usual with these bulletins, also con- 
tains several articles of absorbing interest. 
8. Paul Garner discusses the question 
whether cost accounting has come of age, 
that is to say whether the profession of 
cost accounting has become mature in ac- 
tion and purpose. On the affirmative side, 
he points out, the profession has a long 
and honourable lineage. It has gradually 
evolved methods which have completely 
satisfied new demands made upon it. The 
profession has grown in unity through the 
development of the N.A.C.A., the number 
of practitioners has risen rapidly, and the 
literature of the N.A.C.A. is widely read 
and quoted. Nevertheless, the answer to 
the question whether the profession is yet 
mature must be at least fifty per cent 

No,’’ for the reasons that there has, so 
ar, been comparatively little interest in 
searching for and formulating an adequate 
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body of cost principles, standards, con- 
cepts, and terminology: relatively little 
textbook writing or preparation of class- 
room material has been done by cost prac- 
titioners in the past three decades: and, 
so far, the profession has developed too 
few of the hallmarks and amenities cus- 
tomarily associated with the members of a 
mature, fully-grown profession; for ex- 
ample, there is too frequently an apolo- 
getic attitude of a cost accountant to- 
wards his work and the service he can 
render. 

J. William Gavett, on indirect labour 
measurement and standardization, quotes 
an appeal made by Phil Carroll, Jun., in 
Management Review, January 1941: 
‘“Why do we calculate direct labour cost 
to the fourth decimal place and spread in- 
direct around with a shovel?’’ The article 
shows how time study may be applied to 
indirect labour as well as to direct: this 
thesis is illustrated by the case of a messen- 
ger service. 

C. R. Anderson, on ‘‘ Work-in-process 
Control is Worth the Trouble,’’ enumer- 
ates the advantages of such control as 
lower financial risk, a cleaner shop, a 
shorter production cycle, and better de- 
livery dates. The article outlines a system, 
applicable to both job and process costing, 
of physical control of the product through 
various operations and accounting for 
record control. Forms described comprise 
production orders, materials requisitions, 
identification tickets, move tickets, load 
and schedule tickets, master progress 
eard, stores receipt, and labour tickets. 

Athur W. Wernecke describes a system, 
which has been in use for five years, for 
control of capital outlay authorizations. 
The system works through estimate re- 
quests, cost estimates, authorizations, pro- 
gress reports, and completion reports, with 
a monthly cumulative cost report for each 
authorization. 


Jerome E. de Lisle, on accounting for 
repair and maintenance work, describes 
the system in operation in a pulp mill 
plant with ninety employees, and with a 
repair and maintenance foreman and a 
chief electrician. The chart of accounts 
and specimen forms for repair orders, re- 
pair crew time cards, and stores requisi- 
tions are given. Monthly reports are pre- 
pared showing, by classes, the labour and 
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materials expended during the month for 
major repairs and small repairs and main- 
tenance. 

Several other interesting and useful 
articles on management accounting have 
appeared in other journals. 

In The Accountants’ Journal (Eng- 
land), November and December, Harry 
Drydale gives an outline of standard cost- 
ing and budgetary control. He dis- 
tinguishes between normal standard cost, 
which is achievable cost, perfect or target 
cost, which is achievable cost at the opti- 
mum output, and basie standard cost, 
which is a long-term yardstick. Normal 
standard cost is mainly used in the United 
Kingdom. The relationship between stan- 
dards and budgets is considered, and the 
articles deal with materials variances 
(price, excess usage, and yield) and with 
labour costs and budgetary control of over- 
head charges. 

In The Canadian Chartered Accountant, 
October, Lawrence P. Jennings, in an 
article entitled ‘‘Thirty Days Hath Sep- 
tember,’’ suggests a solution to the com- 
parison problem resulting from the Greg- 
orian calendar. He discusses the thirteen- 
period year, and the proposed world calen- 
dar, with four months of thirty-one days 
and eight months of thirty days, with 
ninety-one days in each quarter, each 
beginning on a Sunday and ending on a 
Saturday. The odd day in each year is an 
extra day—a world holiday—on the last 
day of the year. The solution preferred by 
Mr. Jennings is that used by the Cater- 
pillar Tractor Co. of a twenty-one work 
day accounting month. 


The Cost Accountant, November, con- 
tains a paper given by A. C. Hills, on pro- 
duction control, at the 2nd Summer School 
of the Institute of Cost and Works Ac- 
countants, and a summary of the discus- 
sion thereon. The objective of production 
control is ‘‘to produce what is required, 
when it is required, in a form which will 
uphold the firm’s good name, and at a cost 
which will enable the firm both to sell at 
an acceptable price and to make a suffi- 
cient profit.’’ There are three factors in 
this control: control of physical quanti- 
ties and movement, control of quality, and 
control of costs. The paper examines the 
effect of shop lay-out on physical control, 
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investigation of handling costs, control of 
movements by clerical procedures, and as- 
pects of material control. 


In the same issue of The Cost Accoun. 
tant there is a paper by C. E. Power on 
experiences in applying standard costing 
for job production, which was delivered at 
the Midland Regional Conference of the 
Institute of Cost and Works Accountants. 
The paper describes the application of 
standard costing to a jobbing undertaking 
of comparatively large size, manufacturing 
a considerable variety of products, but not 
in quantities large enough to call for fre- 
quent re-ordering on the works. Aspects 
dealt with include basie data for setting 
standards, revision of standards, ascer. 
tainment and form of the standard pro- 
duct cost, ascertainment of variances, and 
the use of standard costs for machines 
and replacement parts, with particular 
reference to the assignment of variances to 
product costs. 


An unusual article by W. E. Spruce on 
the integration of standard and current 
eost for profit measurement appears in 
Accounting Research, October. The article 
defines real income as realized utility 
value, real cost as current replacement 
cost, and real profit as the difference be- 
tween real income and real cost. Standard 
costs are not real costs. ‘‘Only by periodi- 
cal adjustment of standard cost to current 
(replacement) costs at sufficiently short 
intervals to eliminate price fluctuations 
from profit can they become statistically 
and truly comparable at the same time.” 
The article goes on to explain how histori- 
eal costs and current costs may be inte- 
grated via the standard cost method. It is 
illustrated by the detailed working of a 
set of examples. 


The Cost Accountant, December, has 4 
paper by E. F. Brown, and a summary of 
the discussion thereon, on the fourth ele- 
ment—results of an analytical survey of 
ten years’ recorded data in the cost at 
counts of Ferranti Ltd. In the final analy- 
sis, fixed costs are a myth. The paper ad- 
voecates classification of costs into persis 
tent costs and mutable costs. The study of 
the relationship between changes in fat- 
tory load and indirect cost shows that it is 
not a straight line. The use of such con- 
clusions in forecasting is described. 
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F. F. Clarke, in The Accountants’ 
Journal (New Zealand), December, de- 
scribes the development of uniform cost 
accounting, with particular reference to 
the printing industry. He says uniform 
costing is the solution to the problem of 
uneconomic competition, and maintains 
that it has secondary advantages as well. 
The difficulties are mainly in initiation of 
a system. 


In The New York Certified Public Ac- 
countant, October, J. S. Gustafson ex- 
amines the use of standard cost accounting 
by the small manufacturer. The advan- 
tages to the small manufacturer of stan- 
dard cost accounting are that current unit 
costs are readily available through the use 
of standard cost summaries, it gives more 
effective control, it facilitates the prepara- 
tion of early monthly statements, and it 
effects economies in clerical work. It is 
unsuitable for use in only a very few cases, 
such, for example, as cost-plus contracts, 
or job shops with short runs to customers’ 
specifications. The article describes de- 


tailed procedures, and the integration of a 


standard cost system with the general ac- 
counting system. 


In the same issue of The New York Cer- 
tified Public Accountant, Melvin N. Gelber 
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and Joseph M. Geller discuss the account- 
ing problems of advertising agencies and 
related auditing procedures. The principal 
activities of advertising agencies are 
divided into space and time buying, and 
production, including preparation of prin- 
ted advertisement for commercial scripts, 
brochures, pamphlets, catalogues, ete. Ac- 
counting and special audit checks and 
tests for each kind of activity are 
described. 

In The Journal of Accountancy, Novem- 
ber, Thomas C. Morrill describes how the 
fire and casualty imsurance industry in- 
stalled uniform expense accounting. Uni- 
form expense accounting for such busi- 
nesses is now nation wide, and is even pre- 
scribed by law in many States. More than 
1500 companies are now observing instruc- 
tions for uniform expense accounting, 
which was adopted by the National Asso- 
ciation of Insurance Commissioners in De- 
cember 1948. The article describes how the 
system was developed and its structure. 
There is a standard classification of ex- 
pense by kind or nature, apportionment of 
expenses equitably by companies within a 
group, allocation to functions or expense 
groups, and finally allocations of classified 
and functionalized expenses to major lines 
of business. Detailed instructions are 
given for allocation of salaries. 


ACCOUNTING AND INFLATION 


In an article entitled ‘‘ Accounting 
Principles,’’ in Accounting Research, Octo- 
ber, F. Sewell Bray defines principle as a 
fundamental concept, not merely a rule to 
guide conduct. Many so-called accounting 
principles are little more than working 
rules of practice. There are two sources of 
principles—two general economic concepts 
of periodic income and wealth, and 
natural sources, such as the distinction be- 
tween real and financial transactions. By 
these criteria, accounting principles are 
few. Mr. Bray enumerates as principles— 


(a) the idea of double-entry ; 

(b) the concept of the unit of organ- 
ized activity ; 

(ec) the continuing entity ; 

(d) that accounting methods must be 
consistently employed ; and 

(e) the two general economic con- 
cepts of periodic income and 
wealth. 


The article goes on to examine some of the 
technical aspects to which these principles 
give rise, such as the question of formal 
presentation, and the treatment of inven- 
tories. There is a critical examination of 
the distinction between fixed and current 
assets, and of the distinction between real 
and financial assets. Mr. Bray suggests a 
grouping of assets into three classes— 

(1) real or physical ; 

(2) deferred expenditure ; 

(3) intangible expenditure. 


The major portion of inventories should be 
classified as fixed, and inventory profits 
should be excluded from the measurement 
of periodic income. 


The Accountant of 27 October carries 
the second part of two articles by A. H. 
Taylor on costing for inflation. The first 
article appeared in the issue of 22 Sep- 
tember. This second part deals with in- 





278 


Current Problems—continued 

terest on capital as an element of cost. It 
emphasizes that the vital functions of cost- 
ing (information as an aid to efficiency, to 
the determination of profitability of pro- 
duets, and price-fixing) depend on com- 
parisons with standards, budgets, past re- 
sults, or other units. It argues for the in- 
clusion of interest on loan capital as a 
fixed cost, as well as for inclusion of the 
cost of maintaining capital. ‘‘Costing and 
financial accounting must be unified into 
one science if management is to be given 
the information it demands in its quest 
for maximum efficiency.’’ Hence, reserves 
and provisions for protection of capital 
and for debt service and dividend pay- 
ments should be reflected in costs. 

Three differing points of view of prob- 
lems of accounting for inflation are given 
in a summary by the editorial staff of The 
Journal of Accountancy, in the November 
issue of that journal, of discussions at the 
annual meeting of the Controllers Insti- 
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tute. Carman G. Blough maintained that 
depreciation on replacement cost could not 
be justified for tax purposes unless the 
principle were extended also to govern- 
ment bond holders. The problem is rather 
one of public relations, of explaining to 
consumers, stockholders, and workers the 
effect of inflation on a company’s ability 
to reduce prices, increase dividends, and 
increase wages. This could best be effected 
through supplementary financial state- 
ments. Arthur Dean contended that the 
most frequent shortcoming of accounting 
to-day is its failure to distinguish what 
portion of the gross profit or proceeds of 
sale of products is a return of capital from 
what is new or additional wealth. We 
might begin by adjusting costs as they 
come into the income statement, and later 
perhaps deal with the balance sheet. The 
third approach was that of Joel Dean, 
who discussed the use of specialized in- 
dexes to restate company assets in terms 
of money of constant purchasing power. 


The addresses of publications referred to in this article are as follows:— 


N.A.C.A. Bulletins, 
National Association of Cost Accountants, 
505 Park Avenue, 
New York 22, N.Y., U.S.A. 
The Accountants’ Journal (England), 
22 Bedford Square, 
London, W.C.1, England. 
The Canadian Chartered Accountant, 
10 Adelaide Street East, 
Toronto, Ontario, Canada. 
The Cost Accountant, 
63 Portland Place, 
London, W.1, England. 
Accounting Research, 
Bentley House, 
200 Euston Road, 
London, W.1, England. 


The Accountants Journal (N.Z.), 
York House, 
Lambton Quay, 
Wellington, C.1, N.Z. 
The New York Certified Public Accountant, 


677 Fifth Avenue, 
New York 22, N.Y., U.S.A. 


The Accountant, 
4 Drapers’ Gardens, 
Throgmorton Avenue, 
London, E.C.2, England. 


The Journal of Accountancy, 


270 Madison Avenue, 
New York 16, N.Y., U.S.A. 





AS OTHERS SEE US 


The ‘‘Current Problems Discussed in Overseas Journals’’ section of The Austra- 
lian Accountant has attracted notice overseas. In a recent letter to the Editor, Mr. 
William 8S. Papworth, Managing Editor of The Journal of Accountancy, made the 


following comment :— 


**T cannot resist the temptation to write you and tell you what a really good job 
I think your international reviewer has done in your August issue. He has summar- 
ized, reviewed, and commented upon in a very perceptive and interesting manner. I 
should be glad if you would convey to this anonymous author our congratulations.” 
The many Australian accountants who know the high calibre of The Journal of 
Accountancy will appreciate the satisfaction with which this generous comment was 


received. 
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Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 


TRUSTS: POWER OF EQUITY COURT TO APPORTION PROCEEDS OF SALES 
OF INVESTMENTS BETWEEN CAPITAL AND INCOME 


The spate of actions continues follow- 
ing the acquisition of the transport busi- 
ness of Thomas Tilling Ltd. by the British 
Transport Commission and the subsequent 
distribution by that company of British 
Transport stock in the ratio of £5 for every 
£1 of company stock. 

Trustees of a settlement held some Till- 
ing stock, and bought some more out of 
capital moneys with the consent of the life 
tenant. Subsequently the Tilling stock 
and the British Transport stock received in 
satisfaction of the dividend were sold and 
the proceeds, together with further capital 
moneys, were invested in a residence for 
the life tenant. The life tenant claimed an 
equitable charge on the house or the pro- 
ceeds of sale of the British Transport 
stock. Reliance was placed on the decision 
in Re Sechiari, [1950] 1 All E.R. 417, 
where British Transport stock had been 
awarded to the life tenant. (But the ques- 
tion was reserved as to whether the Court 
had or would exercise any jurisdiction to 
apportion the dividend on equitable prin- 
eiples between income and capital.) 

Held (Chancery Division, per Harman, 
J.): The tenant for life had assented to the 
purchase of the transport stock as a capital 
investment and to the sale of that stock 
and the re-investment of the proceeds as 
capital in real estate for his benefit, know- 
ing that the trustees would not have em- 
barked on the transaction if they had been 


aware of the possibility that the capital 
distribution by T.T. Ltd. would be income 
in their hands, and, in the circumstances, 
there was no equity in the tenant for life 
that he should be given a charge on the 
house or its proceeds of sale or be recouped 
the value of the transport stock. 


Per curiam: ‘‘The court can, then, in 
special circumstances, apportion between 
capital and income on sales or purchases 
of stock cum-dividend or ex-dividend, 
although it is not the practice to do so in 
the ordinary way because the various per- 
sons interested under settlements ought to 
take the rough with the smooth, and in 
order to ease the burden falling on trus- 
tees. The jurisdiction, however, exercised 
in special circumstances seems to be only 
the exercise of a right to make a more 
exact distinction of income from capital. 
As a matter of convenience, the practice is 
in the ordinary case that no apportion- 
ments are made, with the result that capi- 
tal sometimes gets what, on a more exact 
scrutiny, would prove to be income, and 
vice versa. Where this produces a glaring 
injustice, the court will cause a more exact 
calculation to be made, but it does not treat 
as income that which is capital, or as 
capital that which is income.’’ (Re Mac- 
laren’s Settlement Trusts, Royal Exchange 
Assurance v. Maclaren and Others, [1951] 
2 All E.R, 414.) 


BAILMENT: WHETHER DELIVERY TO THIRD PARTY A FUNDAMENTAL 
BREACH OF CONDITIONS OF BAILMENT 


The plaintiff, with the assistance of C, 
deposited a large amount of baggage at a 
railway station on 22 August, 1948. The 
receipt for the deposit contained several 
conditions, including—3. The company shall 
be entitled to withhold the articles or pro- 
perty deposited except on production of 
the ticket issued in respect thereof. The 


evmpany may deliver such articles or pro- 
perty to—(a) any person producing the 
ticket, or (b) any person, who fails to pro- 
duce the ticket, upon such evidence of the 
loss of the ticket, and of ownership or 
authority to receive the articles or pro- 
perty, as the company’s servants may con- 
sider satisfactory, in which case the com- 
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pany’s form of indemnity must be signed 
by the person to whom the articles or 
property are delivered. The delivery of 
the articles or property shall acquit the 
company from all further claims in respect 
thereof. On September 2, 1948, C was per- 
mitted by the parcels clerk in breach of 
regulations to remove certain articles from 
one of the deposited trunks. On Septem- 
ber 25, 1948, C persuaded the parcels clerk 
to permit him to remove further articles 
on payment by him of certain accrued 
eLarges and his signing a form of indem- 
nity. C then re-deposited the remaining 
baggage and received tickets for it. On 
October 19, 1948, C wrote to the parcels 
clerk enclosing the new tickets and asking 
that the baggage be sent to him. The bag- 
gage was sent, and C paid the charges. 
C then disposed of the baggage, which was 
the property of the plaintiff, who claimed 
damages from the Railway Executive in 
respect of the loss suffered by him. 


Held (King’s Bench Division, per Dev- 
lin, J.): (i) The Railway Executive were 
guilty of a breach of an implied term fun- 


damental to their contract of bailment with 
the plaintiff in permitting C on September 


MORTGAGE: MORTGAGEE’S RIGHT 


TENDER OF 


The plaintiff mortgaged certain property 
to R in December, 1919, for £5,000. R died 
in February, 1941, appointing the de- 
fendant as one of his executors. In June, 
1943, the plaintiff served notice on the 
defendant to redeem the mortgage on 
14 December, 1943. In fact it was not re- 
deemed on that date and the plaintiff 
offered to make payment of the mortgage 
in February, 1944. As a result of litigation 
as to certain costs, a certificate of redemp- 
tion of the mortgage was not made until 
8 November, 1948, when interest was 
charged from 14 December, 1943, to that 
date. The plaintiff redeemed the mortgage 
in accordance with the terms of the cer- 
tificate and the defendant sought interest 
from 14 December, 1943, to the actual date 
of payment of the principal. 


Held (Chancery Division): There had 
been no actual tender in the present case, 
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2, 1948, to remove articles from the plain- 
tiff’s baggage, with the result that the con- 
tract was terminated and the Executive 
eould not thereafter rely on the terms and 
conditions of the contract excluding their 
liability in relation to the rest of the bag- 
gage. (ii) Apart from any question of 
bailment, there had been such a breach of 
a fundamental term of the contract as to 
give the plaintiff the right to rescind it, 
and, therefore, the Railway Executive were 
disentitled from: relying on the special 
conditions of the contract. (iii) Even if 
the Railway Executive were not pre- 
eluded from relying on the conditions, con- 
dition No. 3 (quoted above) was inapplic- 
able because there was no such evidence 
before the parcels clerk that the tickets 
had been lost or that C had authority to 
receive the baggage that could reasonably 
be regarded as satisfactory ; and there had 
been no misdelivery of the baggage because 
that term, as stated in the conditions, 
meant a wrong delivery involving some 
form of mistake or inadvertence, and, 
therefore that particular condition would 
not protect the Railway Executive. 


(Alexander v. Railway Executive, {1951} 
2 All E.R. 442.) 


TO INTEREST CONTINUES DESPITE 


PRINCIPAL 


and in the absence of evidence that any 
money had been set aside and was avail- 
able for payment off of the mortgage on 
the date on which the notice to redeem 
expired or during the period subsequent to 
that date, the plaintiff, who had had the 
use of the mortgagee’s money at all times 
during that period, was liable to pay in- 
terest on the mortgage to the date of actual 
payment. 

In the course of his judgment, Danck- 
werts, J., referred to the cases which 
establish the principle that ‘‘even if there 
has been a tender by a borrower of the 
amount due for principal and interest, 
that tender does not stop interest running 
after the date of the tender unless there is 
evidence that the sum has been set aside 
and is ready for payment at any time.” 

(Barratt v. Gough-Thomas, [1951] 2 All 
E.R. 48.) 
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SOLICITOR AND CLIENT—WHAT PAPERS SHOULD BE HANDED OVER UPON 
A CHANGE FROM ONE SOLICITOR TO ANOTHER? 


The defendants and their predecessors 
had acted as solicitors for the plaintiff for 
16 years when the plaintiff terminated the 
relationship and requested the defendants 
to hand over to the new solicitors the files 
relating to the various matters with which 
they had been dealing. 

For the plaintiffs it was contended that 
they were entitled to possession of all docu- 
ments on the files including letters written 
by third parties to the defendants as 
solicitors for the plaintiff but not to:— 


(a) original letters written by the plaintiff 
to the defendants; 

(b) copies of letters written by the defen- 
dants to the plaintiff ; 

(ec) documents relating exclusively to pre- 
paration for the trial, such as counsel’s 
notes of argument. 


The defendants claimed that they were 
entitled to retain in addition :-— 
(d) carbon copies of letters written on the 
plaintiff’s behalf to other persons. 
They were willing to allow the plaintiffs 
to make copies at their own expense but 


claimed that the carbon copies already in 
existence were their property and not the 


plaintiff’s. Reliance was placed on 31 
Halsbury’s Laws of England and the 
authority cited therein, In re Thomson 
(1855) 52 E.R. 714. 

Held, Fair, J. (in the Supreme Court, 
Wellington, N.Z.): The plaintiff was 
entitled to an order for the surrender to 
him of the copies of correspondence with 
other persons (group (d)). 

In re Thomson was distinguished on the 
grounds that it was decided in the days 
when the only means of taking copies of 
letters was by copying the manuscript letter 
into a letter-book by means of a copying 
press. To hand a copy of a letter to a client 


would involve mutilating the letter-book 
which was undoubtedly the property of the 
solicitor. His Honour stated that, ‘‘In con- 
sidering the present question in relation to 
the facts of the present case and in relation 
to modern conditions, it should, I think, be 
determined having regard to changes in 
business methods and practice in legal 
offices. Owing to the introduction of the 
typewriter and the use of carbon sheets, the 
making of a copy of a letter is a simple 
mechanical matter, involving negligible 
additional expense. 

‘Owing to this, it is the usual practice 
for carbon copies of all correspondence to 
be taken and attached to the file. It might 
well be argued that a failure to do this 
would be such a departure from reasonable 
and usual practice as to amount to negli- 
genee. The practice facilitates ready and 
speedy reference, and is an obvious, simple, 
and in many cases almost essential method 
of conducting the business in hand. A bil! 
of costs including the cost of such copies 
might well be allowed if the general fee for 
the letter was not held to cover it. In these 
circumstances, it appears that such copies 
are properly made for the due conduct of 
the client’s business, and are made and 
preserved on his behalf. The special cir- 
cumstances relied on in Thomson’s case do 
not exist, and the position is more akin to 
the other questions dealt with in that case 
and in the other cases cited in the text 
books, and particularly to the drafts of 
documents dealt with in Ex parte Horsfall 
((1827) 7 B. & C. 528; 108 E.R. 820) and 
the architect’s plans in Gibbon v. Pease 
({1905] 1 K.B. 810). 

‘‘For these reasons, I think that the 
plaintiff is entitled to an order in respect of 
these copies.’’ (Marshall v. Macalister & 
Os. [1952] N.Z.L.R. 257). 


SALE OF GOODS—WHEN BUYER SHOULD MAKE CREDIT AVAILABLE 


The decision in Pavia & Co. S8.P.A. v. 
Thurmann-Nielsen (Australian Account- 
ant, April, 1952, p. 133), has been affirmed 
by the Court of Appeal—[1952] 1 All E.R. 
492. Somervell, L.J., stated, ‘‘When a seller 
ls given the right to ship over a period and 
there is machinery for payment, that 
machinery must be available over the whole 
of that period. If the buyer is anxious, as 


he might be if the period of shipment is a 
long one, not to have to put the credit 
machinery in motion until shortly before 
the seller is likely to want to ship, then he 
must insert some provision in the contract 
by which the credit shall be provided, e.g., 
fourteen days after a cable received from 
the seller’’. 
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INNKEEPER’S LIABILITY—GARAGE ACROSS ROAD NOT WITHIN HOSPITIUM 


By ancient custom an innkeeper who has 
accommodation is obliged to take in any 
guest who presents himself together with 
his luggage and his horse. ‘‘Horse’’ has 
now been extended to include motor 
vehicles. 

A hotel comprised within its curtilage a 
ear park while across the road was a petrol 
station owned by the hotel proprietor. The 
driver of a motor coach, booked in at the 
hotel for the night, found the ear park full 


and was told he could park the coach on the 
runway of the petrol station. During the 
night the coach was removed and damaged. 
In a claim against the hotel proprietor— 

Held: The petrol station was not within 
the hospitium of the hotel nor was the hos- 
pitium extended by the granting of per- 
mission to park there. Judgment for the 
defendant (Watson & Os. v. People’s 
Refreshment House Association Ltd. 
[1952] 1 All E.R. 289). 





THE CLEARING HOUSE 


WHAT ARE THE MOST VALUABLE REPORTS IN YOUR BUSINESS ? 


The most valuable reports in our busi- 
ness have proved to be the following :— 

The daily report of— 

(a) daily sales and sales for the cur- 
rent month to date (itemized in 
three groups and total value) ; 

(b) daily purchases and purchases for 
the current month to date (value 
only) ; 

(c) cash position. 

This is by far the most important: 
firstly because it is an up-to-the-minute re- 
port, and secondly because it must be given 
before the day’s duties end. 

Monthly report. This report has evolved 
from twelve years of use. It is in terms 
of money value only, and summarizes the 
details of operation. 

Monthly and cumulative figures are 
given for the current and the prior year. 
The following items of information are set 
out in the report. 

Item No. 


1. Output 


Basis 


Furniture 

Plywood & Solid Doors 

Skin Doors 
Total—Monthly 
Total—Yearly 

Furniture 

Plywood 

Doors 
Total—Monthly 
Total—Yearly 


Account 


2. BuyIne 


Furniture 
Plywood 
Doors 
Total—Monthly 
Total—Yearly 
Monthly 
Yearly 
Monthly 
Yearly 
Monthly 
Monthly 
Total—Monthly 


3. Direct 
WAGES 


Bonus 


MAINTENANCE 
Capital items included 
6. DEBTORS 
7. CREDITORS 
8. Bank BALANCES 


This report is very useful; it allows cur- 
rent figures to be compared with any year 
since 1939 without adjustment (except for 
‘‘ehanging money value’’). 

Monthly comparison of labour cost re- 
covered with direct labour cost. Standard 
labour cost recovered is computed from 
production for month, and direct labour 
cost is actual cost, i.e. hours as per daily 
time sheets converted at average rate for 
month. 

Yearly sales by units. This information 
is almost equivalent to saying yearly pro 
duction by units, as machine shop is one 
month, and cabinet shop two weeks ahead 
of delivery. Output is generally sold two 
months before production is commenced. 

This information may be of interest to 
other accountants, who may like to state 
their own views. 

ALAN E., A.C.A.A. 


Have you anything to clear? 
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REGISTER OF MEMBERS 


COMMONWEALTH INSTITUTE OF ACCOUNTANTS 
VICTORIA - 
Admitted as Provisional Associates: 
Messrs. P. D. Jarman, E. G. Ong. 


Admitted as Associates: 
Messrs. D. O. Aldred, I. G. Baker, R. K. Bryant, H. E. Jones, E. J. Kean, M. W. Latham, 
M. P. Nelson, P. D, Parry, T. G. Pickford, P. F, Prior, T. R. Rothwell, H. C. Sullivan, 
R. D. Vorbach. 


Re-admitted as Fellow: 
Mr. J. L. Kirkland. 


Names Removed from Register: 
Messrs. J. Gibson, E. J. Hannaker, G. Penington, M. J. Ryan, A. F. Tweedie (all deceased), 
and Messrs. J. D. Johnston, W. H. Kent, 8. J. Thompson, D. A. White (all resigned). 
New SourH WALES 


Admitted as Provisional Associates: 
Messrs. R. V. Bowmer, B. 8. Legge, B. A. McAleer. 


Admitted as Associates: 
Messrs. A. Fry, C. J. Fromholtz, K. J. Ray, W. F. Strang. 


Names Removed from Register: 
Mr. E. 8. Spooner (deceased), and Messrs. C. A. Jack, W. R. 8S. Mason, H. F. Terry (all 
resigned ). 
QUEENSLAND 
Admitted as Associates: 
Messrs. R. L. Adams, M. J. Brown. 


Advanced to Fellow: 
Mr. J. J. F. G. Brown. 


Names Removed from Register: 
Messrs R. J. J. Hart, H. Petersen (both deceased). 
WESTERN AUSTRALIA 


Admitted as Provisional Associate: 
Mr. G. E. Noske. 


AUSTRALASIAN INSTITUTE OF COST ACCOUNTANTS 
VICTORIA 


Admitted as Provisional Associates: 
Messrs. G. Harrison (Tasmania), and F. W. Sutton. 


Admitted as Associate: 
Mr. C. J. Clingeieffer. 





VICTORIAN COMPANIES ACT 1938 
Annual List and Summary 


A suggestion has been received from a member of the Victorian Division that 
the form for the annual list of members required by the Sixth Schedule of the 
Victorian Companies Act of 1938 be printed across the paper so as to provide a 
narrower form with more depth and so permit the typing of the form on a brief 
machine. With the form at present printed by Law Stationers, an extra wide 
carriage typewriting machine is required. The suggéstion has been considered by 
the State Research Committee of the Division, who passed it on to the Registrar 
General for his comments and whether he would have any objection to its imple- 
mentation. A reply has been received from his office advising that there would be 
no objection to the proposed alteration. It was pointed out, however, that the Act 
required the return to be on paper of at least foolscap size. The various Law 
Stationers have been informed of this decision and requested to give some con- 
sideration to amending the forms accordingly. 
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End Pages 


Angus Lancaster 


A Note to the State Premiers on the 
Resumption of State Income Tax 


In Saki’s story, ‘‘Hermann the Iras- 
cible,’’ King Hermann’s lady subjects con- 
ducted an agitation for ‘‘votes for 
women.’’ The king caused a law to be 
passed making voting compulsory for 
women, not only for Parliament and muni- 
cipalities, but for all public and other 
offices, including police and court inter- 
preters, choirmasters, and cathedral ver- 
gers. Voting by men was optional. The 
time, trouble, and expense of almost con- 
tinual voting drove the ladies nearly to 
lunacy. There soon began a powerful agi- 
tation for ‘‘no votes for women.’’ King 
Hermann at last bowed to the storm and a 
law was passed depriving women of the 
right to vote. The story ends with the 
king’s observation: ‘‘There are more ways 
of killing a cat than by choking it with 
cream, but I am not sure that it’s not the 
best way.”’ 


Revolutionary Decision on 
Territorial Waters 


In international law it was commonly 
understood by British jurists that the 
‘“base line’’ at which the belt (of three or 
four miles) of territorial waters began, 
ran along the low water mark, following 
the sinuosities of the coast except in the 
ease of small bays. 


The International Court of Justice gave 
a decision in December 1951 in the Nor- 
wegian fisheries dispute which is at com- 
plete variance with the above understand- 
ing. The Court held that, in the case of 
Norway, lines determined by decree of 
their Government and ranging in length 
from eighteen to forty-four miles, which 
joined points not only on the mainland, 
but also on islands and rocks a consider- 
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able distance from the mainland, had pro- 


perly been fixed as the base lines from | 
which a four-mile belt of territorial waters ~ 


began. 


The immediate effect of the decision is to 7 
shut fishermen out of considerable areas ¥ 
of ocean which were regarded as the com- | 
mon property of mankind. In particular, 


it will be a heavy blow to British fisheries, 


It will be interesting to watch the far- 7 
reaching effects of the decision. Like Nor- ¥ 
way, Great Britain is a littoral State with 9 
Surely | 
British cartographers are now busy recast- 
ing U.K. base lines on the principles of the 
For example, if you 
will glance at the map of northern Scot 9 
land, you will see that a line drawn be @ 
tween the north-easterly tips of Caithness” 
and Aberdeenshire will convert a large area 
into territorial waters. The discovery of a7 
few convenient ‘‘rocks’’ would extend the} 
The United Kingdom 
should make haste to extend her territorial 7 
waters in accordance with the new law so” 
as to grant to her fishermen a monopoly of 7 


a long and sinuous coastline. 


Norweigian decree. 


area even more. 


fishing grounds nearer home in partial 


compensation for the heavy loss they have © 
suffered by the recent decree. We in Aus > 
tralia should be able to bring the whole® 
of the Gulf of Carpentaria within our} 


territorial waters! 


The Soft Answer (6) 


Extract from Macaulay’s Journal of 165 
January 1851: ‘‘Lord Aberdeen had &) 
little before told us some droll stories of the) 
Lord Braxfield, a7 
whist, exclaimed to a lady with whom he) 


old Scotch Judges. 


was playing: ‘What are you doing, ye) 


damned auld 


?’ and then, recolleaaam 


himself: ‘Your pardon’s begged, madam. 45 


> 9? 


took ye for my ain wife. 











